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In  the  Senate  of  the  United  States, 
February  17  {calendar  day^  March  5),  193 L 

i 

RESOLUTION 

Resolved,  That  the  Secretary  of  the  Treasury  be,  and  he  is  hereby, 
requested  to  report  to  the  Senate  on  or  before  December  1,  1931, 
respecting  the  indebtedness  of  each  railroad  debtor  upon  any  notes 
or  other  claims  on  account  of  loans  made  under  the  provisions  of 
section  210  of  the  transportation  act  of  1920  as  follows: 

First.  Financial  condition  of  railroad; 

Second.  Class  of  security  held  by  the  Government; 

Third.  Prospects  of  payment; 

Fourth.  What  efforts  are  being  made  to  collect;  and  ' 

Fifth.  Recommendations  as  to  disposition  of  debt. 
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Treasury  Department, 
Washington,  November  30,  193L 

The  President  United  States  Senate. 

Sir:  In  response  to  Senate  Resolution  No.  494  of  March  3,  1931, 
^^  requesting  the  Secretary  of  the  Treasury  to  report  to  the  Senate  on  or 
^    3^  before  December  1,  1931,  certain  information  respecting  the  indebted- 
^  ^    ness  of  each  railroad  debtor  on  any  notes  or  other  claims  on  account 
Q^y^    of  loans  made  under  the  provisions  of  section  210  of  the  transportation 
C         act,  1920,  as  amended,  I  have  the  honor  to  submit  the  following  report : 
At  the  termination  of  Federal  control  of  transportation  systems 
the  country  had  just  emerged  from  the  World  War,  the  state  of  the 
money  market  and  the  financial  condition  of  the  carriers  did  not  per- 
mit them  to  borrow  sufficient  funds  in  the  market  to  meet  their  imme- 
diate requirements  and  to  carry  them  through  the  reconstruction 
period.     As  a  result  of  this  situation,  it  became  necessary  for  the 
Government  to  assist  the  carriers  by  providing  loans  from  the  United 
States  Treasury.     The  authority  to  make  these  loans  was  contained 
in  section  210  of  the  transportation  act,  1920,  as  amended. 

Section  210  provided  that,  in  order  to  enable  the  railroads  subject 
to  the  interstate  commerce  act  properly  to  serve  the  public  during  the 
transition  period  immediately  following  the  termination  of  Federal 
control,  such  carriers  might  make  appUcation  within  two  years  after 
the  termination  of  Federal  control  to  the  Interstate  Commerce  Com- 
mission for  a  loan  from  the  United  States  to  meet  its  maturing  indebt- 
edness or  to  provide  itself  with  equipment  or  other  additions  and 
betterments.  The  application  in  each  case,  as  required  by  the  act, 
set  forth  the  amount  of  the  loan  requested  and  the  use  to  which  it  was 
to  be  applied,  the  present  and  prospective  ability  of  the  applicant  to 
repay  the  loan  and  meet  the  requirements  of  the  obligation  in  that 
regard,  the  character  and  value  of  the  security  offered,  and  the  extent 
to  which  the  public  convenience  and  necessity  would  be  served  by 
the  granting  of  such  a  loan.  If  the  commission,  after  a  hearing  and 
investigation  of  the  facts  submitted  in  connection  with  the  application, 
found  that  the  making  in  whole  or  in  part  of  the  proposed  loan  by  the 
United  States,  for  one  or  more  of  the  purposes  set  out  in  the  act,  was 
necessary  to  enable  the  appUcant  carrier  properly  to  meet  the  trans- 
portation needs  of  the  public;  that  the  prospective  earning  power  of 
the  applicant  and  the  character  and  value  of  the  securitjr  offered  were 
such  as  to  furnish  a  reasonable  assurance  of  the  applicant's  ability 
to  repay  the  loan  within  the  time  fixed  and  to  meet  its  other  obliga- 
tions in  connection  with  the  loan,  the  commission  was  authorized  to 
certify  to  the  Secretary  of  the  Treasury  its  findings  of  such  facts;  the 
amount  of  the  loan  to  be  made;  the  time,  not  exceeding  15  years  from 
the  making  thereof,  within  which  it  was  to  be  repaid ;  the  tenns  and 
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conditions  of  the  loans,  including  the  security  to  be  given  for  repay- 
ment; and  that  the  applicant,  in  the  opinion  of  the  commission,  was 
unable  to  provide  itself  with  funds  necessary  for  these  purposes  from 
other  sources. 

The  act  authorized  the  Secretary  of  the  Treasury,  upon  receipt  of 
certificates  from  the  Interstate  Commerce  Commission,  to  make  loans 
to  the  carriers  under  the  terms  and  conditions  and  in  the  amounts  set 
out  in  such  certificates,  from  a  revolving  fund  of  $300,000,000  pro- 
vided by  the  act. 

The  primary  purpose  of  the  loans  authorized  by  section  210  of  the 
transportation  act  was  to  enable  the  carriers  to  provide  themselves 
with  the  necessary  funds  to  meet  their  maturing  indebtedness,  to 
rehabilitate  their  eouipment,  and  to  provide  for  additions  and  better- 
ments at  a  time  when  private  sources  were  not  available  except  at 
prohibitive  rates  of  interest. 

For  this  purpose  there  was  loaned  to  the  carriers  the  sum  of 
$290,800,667,  for  which  the  Government  acquired  notes  of  the  carriers 
receiving  loans,  payable  at  various  dates  not  exceeding  15  years  from 
the  date  the  loans  were  made,  with  interest  at  6  per  cent  per  annum, 
payable  semiannually.  The  loans  were  secured  by  such  collateral  as 
at  the  time  of  the  making  thereof  seemed  sufficient,  in  the  opinion  of 
the  Interstate  Commerce  Commission,  to  give  reasonable  assurance 
of  repayment  at  maturity.  The  market  value  of  the  collateral  secur- 
ity at  the  time  of  its  pledge  was  generally  about  25  per  cent,  and  in 
some  cases  35  per  cent,  in  excess  of  the  amount  of  the  loan. 

The  rate  of  interest  was  fixed  by  law  at  6  per  cent  per  annum,  pay- 
able semiannually.  Since  this  rate  was  higher  than  most  of  the  car- 
riere  would  be  required  to  pay  under  normal  conditions,  it  was 
desirable  for  them  to  refinance  their  obhgations  as  soon  as  economic 
conditions  permitted  in  order  to  save  interest  costs.  As  we  passed 
out  of  the  reconstruction  period  the  earnings  of  the  carriers  improved, 
the  money  market  became  easier,  and,  consequently,  some  of  the 
carriers  began  to  refinance  their  obligations  through  their  bankers  at 
lower  rates  of  interest,  thus  effecting  a  substantial  saving  in  interest 
costs  and  at  the  same  time  repaying  substantial  amounts  of  their 
obligations  to  the  Government.  Out  of  a  total  of  $290,800,667 
loaned  to  the  carriers,  there  has  been  repaid  the  sum  of  $256,801,806.73, 
or  about  88  per  cent  of  the  obligations  acquired,  leaving  a  balance 
still  due  on  this  account  of  $33,998,860.2.7.  In  addition  the  carriers 
have  paid  $88,434,109.03  on  account  of  interest. 

The  Government  will  not  lose  any  substantial  sum  on  account  of 
these  loans,  especially  if  there  is  taken  into  account  the  differential 
between  the  average  rate  at  which  the  Government  has  borrowed 
fimds  during  the  past  12  years  and  the  rate  charged  the  carriers 
on  such  loans.  For  this  reason  I  believe  that  the  Government  should 
proceed  to  liquidate  on  the  best  terms  obtainable  under  the  circum- 
stances the  obligations  which  it  now  holds  of  those  carriers  in  financial 
difficulties,  at  the  same  time  enabling 'the  carriers  to  adjust  their 
financial  condition  so  that  they  may  adequately  meet  the  transpor- 
tation needs  of  the  localities  served. 

Many  of  the  carriers  are  now  in  serious  financial  difficulties.  Some 
are  already  in  receivership;  a  few  possibly  are  hopelessly  insolvent. 
While  the  value  of  the  collateral  at  the  time  the  loans  were  made 
seemed    amply   sufficient   to   secure    their   repayment,    subsequent 
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events,  even  in  the  case  of  some  railroads  not  in  receivership,  have 
resulted  in  such  a  depreciation  of  the  collateral  that,  if  it  were  sold  at 
this  time,  the  proceeds  would  not  be  sufficient  to  discharge  in  full  the 
Government's  claim. 

All  railroads  have  been  affected  by  the  depression,  and  those  serv- 
ing sections  of  the  country  suffering  from  the  drought  have  felt  the 
present  strain  even  more  severely.  During  the  past  few  years 
competition  from  busses,  trucks,  and  automobiles  has  materially 
affected  the  carriers'  prospective  earning  power  to  an  extent  which 
was  not  apparent  at  the  time  the  loans  were  made.  It  is  possible 
that  some  of  the  roads  may  have  to  be  abandoned  in  part  on  this 
account.  On  the  other  hand,  some  of  the  carriers  with  proper 
assistance  may  be  able  to  work  out  of  their  difficulties,  though  this 
will  not  be  possible  unless  the  Government  is  in  a  position  to  cooperate 
with  the  other  creditors. 

Senate  Resolution  No.  494  requests  information  concerning  (1)  the 
financial  condition  of  each  carrier,  (2)  the  class  of  security  held  by  the 
Government,  (3)  the  prospects  of  payment,  (4)  what  efforts  are  being 
made  to  collect,  and  (5)  a  recommendation  as  to  the  disposition  of  the 
debt.  Under  each  carrier  I  shall  attempt  to  furnish  the  information 
desired,  except  as  to  recommendations  concerning  the  disposition  of 
the  debt,  which  I  should  like  to  make  general  in  character.  In  view 
of  the  present  financial  condition  of  some  of  the  carriers  and  the  im- 
certainty  of  their  earning  power  as  a  result  of  the  strenuous  competi- 
tion with  which  they  are  now  faced,  it  is  impossible  to  give  any  reason- 
ably accurate  or  definite  estimate  concerning  the  prospects  of  payment. 

I  believe  that  there  should  be  given  t6  the  executive  branch  of  the 
Government  broad  and  general  powers  amply  sufficient  to  deal  with 
the  obligations  of  railroads  now  held  by  the  United  States,  and  I  have 
so  recommended  in  my  annual  reports  covering  the  fiscal  years  1930 
and  1931.  I  have  recommended  that  this  authority  be  given  to  the 
Secretary  of  the  Treasury  but  that  any  action  taken  by  him  must  be 
with  the  concurrence  of  the  Inteitstate  Commerce  Conamission.  In 
reconmiending  this  legislation,  it  is  not  the  plan  of  the  Treasury  De- 
partment to  render  aid  to  those  carriers  wMch  are  able  to  pay  their 
mdebtedness  to  the  Government.  A  few  of  the  carriers  are  in  a 
financial  position  to  pay  off  their  indebtedness,  and  there  is  no  reason 
why  they  should  not  be  required  to  meet  in  full  the  terms  of  their 
obligations.  I  have  recommended  in  my  annual  reports,  and  repeat 
those  recommendations  here,  that  the  Secretary  of  the  Treasury  be 
authorized,  ^^dth  the  concurrence  of  the  Interstate  Commerce  Com- 
inission,  to  compromise,  sell,  or  exchange  the  obligations,  to  cooperate 
in  any  appropriate  reorganization  plan,  to  reduce  the  rate  of  interest 
to  not  below  V^  per  cent  per  annum,  as  may  appear  to  be  in  the  best 
interests  of  the  Government,  and  to  permit  the  maintenance  of  the 
carrier  as  a  public  convenience  and  necessity.  The  department  will 
in  due  course  submit  a  draft  of  legislation  to  Congress  covering  these 
recommendations. 

There  is  attached  hereto  as  Exhibit  1  a  statement  showing  the 
amount  of  loans  made  to  each  carrier  under  section  210,  the  principal 
amount  outstanding  as  of  October  1,  1931,  the  amount  of  principal 
repayments,  and  the  total  amount  of  interest  collected  on  account  of 
such  loans.  There  is  attached  as  Exhibit  2  a  statement  showing  the 
names  of  the  carriers  indebted  to  the  Government  as  of  October  1, 
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1931,  on  account  of  loans  made  under  section  210,  the  principal 
amount  of  such  indebtedness,  the  amount  of  accrued  and  unpaid  inter- 
est, and  the  face  amount  of  the  collateral  held  to  secure  the  repayment 
of  that  indebtedness. 

There  is  set  out  below  detailed  information  concerning  loans  made 
under  section  210  to  carriers  still  indebted  to  the  Government  on  this 
accoimt. 

ALABAMA,    TENNESSEE    &   NORTHERN   RAILROAD    CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $339,000,  and 
was  for  the  purpose  of  enabling  the  carrier  to  secure  the  necessary 
equipment  with  which  to  meet  tne  transportation  needs  of  the  public 
served  by  it.  As  a  result  of  the  loan  the  Government  acquired  30 
promissory  notes  of  the  carrier  in  the  aggregate  amount  of  the  loan, 
all  dated  December  1,  1921,  and  maturing  serially  beginning  with  the 
year  1922,  on  June  1  and  December  1  in  each  year  up  to  December  1, 
1933.  The  carrier  has  repaid  18  of  the  notes,  aggregating  $247,500 
principal  amount,  leaving  $151,500  still  unpaid,  and  has  paid  the 
mterest  as  it  became  due. 

This  carrier's  obligations  to  the  Government  are  secured  by  $77,000 
face  amount  of  prior  lien  mortgage  30-year  6  per  cent  gold  bonds  of 
the  carrier  due  1948,  which  are  a  first  lien  on  220  miles  of  railroad, 
first  lien  on  l)i  miles  of  Mobile  Harbor  front,  and  a  second  lien  on 
certain  equipment;  and  further  secured  by  $148,800  face  amount  of 
equipment  trust  notes  of  the  carrier  with  a  lien  on  300  cars  purchased 
from  the  proceeds  of  the  loan  secured  from  the  Government. 

In  the  early  part  of  this  year  the  carrier  advised  that,  due  to  the 
depressed  business  conditions  which  have  affected  both  its  local  and 
competitive  traffic,  it  found  it  necessary  to  request  an  extension  of 
the  time  to  June  1, 1934,  within  which  the  principal  installments  are 
to  be  paid.  The  carrier  stated  that  it  believed  it  would  be  able  to  meet 
the  interest  charges  as  they  fall  due  and  bjr  June,  1934,  felt  confident 
that  it  could  meet  the  obligations  out  of  increased  eamines.  After 
consulting  with  the  Interstate  Commerce  Commission,  the  carrier 
was  advised  that  it  would  be  allowed  up  to  June  1,  1934,  to  meet  its 
obligations.  However,  under  date  of  November  25,  1931,  the  carrier 
advised  the  Treasury  that  because  of  the  depressed  business  condi- 
tions it  will  not  be  able  to  meet  its  interest  payment  falling  due  on 
December  1,  1931,  and  requested  that  the  payment  of  such  interest 
be  deferred  for  six  months.  The  department  is  now  giving  considera- 
tion to  this  request. 

There  are  attached  for  the  years  ended  December  31,  1926,  to  1930, 
and  eight  months  of  1931,  as  Exhibit  3,  a  comparative  general  balance 
sheet  of  the  carrier;  as  Exhibit  4,  a  comparative  income  account;  and 
as  Exhibit  5,  a  statement  of  railway  operating  revenues  and  expenses, 
which  show  the  financial  condition  of  the  carrier. 

ARANSAS  HARBOR  TERMINAL  RAILWAY 

The  loan  originally  made  to  this  carrier  amounted  to  $50,000,  and 
was  for  the  purpose  of  providing  one-third  of  the  cost  of  a  program 
of  reconstruction,  including  the  replacement  of  an  enbankment  and 
a  trestle  destroyed  by  a  hurricane.  The  loan  is  evidenced  by  a 
promissory  note  of  the  carrier  dated  August  1,  1921,  and  due  August 
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1,  1926,  in  the  face  amount  of  $50,000.  The  carrier  was  not  in  a 
position  to  pay  the  note  upon  maturity  in  1926,  but  it  continued  to 
pay  the  interest  up  to  August  1,  1931.  It  defaulted  in  the  payment 
of  interest  in  the  amount  of  $1,335.37  due  August  1,  1931.  Upon 
request  of  this  department  the  Comptroller  General  has  been  with- 
holding payments  due  the  carrier  from  the  United  States  on  account 
of  freight,  transportation,  mail  pay,  etc.,  which  has  resulted  in  a 
reduction  of  the  principal  of  the  note  to  $44,304.67.  The  withholding 
of  these  payments  due  the  carrier  will  be  continued  and  the  amount 
thereof  applied  to  the  total  indebtedness.  The  amount  of  such 
payments  will  not,  however,  provide  sufficient  funds  to  pay  the 
mterest. 

The  carrier's  obligation  to  the  Government  is  secured  by  $50,000 
face  amoimt  of  the  carrier's  prior  lien  mortgage  5-year  6  per  cent 
gold  notes,  due  1926,  which  are  a  first  lien  on  entire  property  of  the 
carrier. 

The  carrier  has  made  application  to  the  Interstate  Commerce 
Commission  for  an  extension  of  the  time  within  which  to  pay  the 
loan,  but  the  approval  of  such  application  could  not  possibly  afford 
any  substantial  relief  in  view  of  the  present  financial  condition  of 
the  carrier.  It  will  be  noted  from  its  comparative  balance  sheet 
attached  hereto  that  the  carrier's  liabilities  in  1926  exceeded  its 
assets  by  over  $500,000  and  that  by  1930  this  excess  had  increased 
to  almost  $800,000.  Its  income  accounts  for  the  years  1926  to 
1930  and  eight  months  of  1931  show  substantial  deficits  for  each  of 
those  periods. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,  as  Exhibit  6,  a  comparative  general  balance 
sheet  of  the  carrier;  as  Exhibit  7,  a  comparative  income  account; 
and  as  Exhibit  8,  a  statement  of  railway  operating  revenues  and 
expenses,  which  show  the  financial  condition  of  the  carrier. 

CHARLES   CITY    WESTERN   RAILWAY   CO. 

The  loan  originally  made  to  this  carrier  amoimted  to  $140,000, 
and  was  for  the  purpose  of  enabling  the  carrier  to  meet  in  part  its 
maturing  indebtedness.  The  loan  is  evidenced  by  the  promissory 
note  of  the  carrier  dated  July  1,  1921,  due  by  extension  Jiuy  1,  1936, 
in  the  principal  amoimt  of  $140,000.  The  carrier  has  made  all  pay- 
ments due  on  account  of  interest,  but  was  not  in  a  position  to  meet 
the  payment  of  the  principal  of  the  note  when  it  matured  on  July 
1,  1931. 

The  carrier  reports  that,  due  to  the  reduction  in  earnings  for 
1931,  which  would  probably  extend  well  in  1932,  it  had  no  present 
basis  of  credit  which  would  enable  it  to  obtain  funds  for  the  payment 
of  its  obligation  due  the  Government.  General  business  conditions 
and  the  agricultural  depression  have  caused  a  considerable  shrinkage 
in  its  traffic.  However,  the  carrier  stated  that  as  soon  as  business 
conditions  improve  and  the  purchasing  power  of  agricultural  products 
returns  to  a  more  normal  condition  it  believes  it  will  be  able  to 
increase  its  earnings  so  as  to  meet  the  Government  loan  in  1936.  In 
spite  of  the  conditions  mentioned,  the  carrier  has  improved  its 
fGiancial  position  each  year  during  the  past  five.  It  accordingly 
made  application  to  the  Interstate  Commerce  Commission  for  an 


6  LOANS  UNDER  SECTION    210,  TBANSPORTATION  ACT,    1920 

extension  of  time  within  which  to  pay  the  principal  of  the  note  to 
July  1,  1936,  the  full  15-year  limit  authonzed  by  the  act,  which 
was  approved  by  the  commission. 

The  carrier's  obligation  to  the  Government  is  secured  by  $210,000 
face  amount  of  first  mortgage  10-year  6  per  cent  gold  bonds  of  the 
earner  due  July  1,  1941,  which  are  a  first  lien  on  the  entire  property 
of  the  carrier. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,  as  Exhibit  9,  a  comparative  general  balance 
sheet  of  the  carrier;  as  Exhibit  10,  a  comparative  income  account,  and 
as  Exhibit  11,  a  statement  of  railway  operating  revenue  and  expenses, 
which  show  the  financial  condition  of  the  carrier. 

CHICAGO    h    WESTERN   INDIANA   RAILROAD   CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $8,000,000, 
and  was  for  the  purpose  of  enabling  the  carrier  to  meet  in  part  its 
maturing  indebtedness.  The  loan  is  evidenced  by  a  promissory  note 
of  the  carrier,  dated  October  7,  1920,  and  maturing  October  7,  1935. 
The  first  and  refunding  mortgage,  under  which  the  bonds  held  as 
collateral  were  issued,  provides  for  a  sinking  fund.  From  time  to 
tune  the  carrier  has  purchased  at  par  for  account  of  the  sinking  fund, 
the  bonds  held  by  the  Secretary  of  the  Treasury  as  collateral  and  the 
latter  has  applied  the  proceeds  as  payments  on  account  of  the  prin- 
cipal of  the  note  held  by  the  Government.  The  Treasuiy  has  re- 
ceived through  these  operations  the  sum  of  $1,831,000,  thus  reducing 
the  pnncipal  of  the  note  to  $6,169,000.  The  carrier  has  also  promptly 
met  the  interest  payments  when  due. 

The  carrier  owns  an  extensive  system  of  terminals,  belt  lines, 
passenger  and  freight  depots,  realty,  etc.,  in  and  around  the  city  of 
Chicago.  The  carrier  seems  in  good  financial  condition,  having  im- 
proved its  position  over  the  past  five  years.  It  is  not  unreasonable 
to  assume,  m  view  of  the  fact  that  the  carrier's  volume  of  traffic  and 
earnmgs  have  not  materially  changed  during  the  life  of  the  loan,  that 
this  earner  will  be  in  a  position  to  meet  its  obligation  to  the  Govern- 
ment upon  maturity. 

The  carrier's  obligation  to  the  Government  is  secured  by  $7,835,000 
face  amount  of  first  and  refunding  mortgage  5^  per  cent  bonds  of  the 
earner  due  September  1,  1962.  These  bonds  have  a  hen  on  certain 
property  of  the  carrier  and  in  addition  certain  proprietory  companies 
ownmg  capital  stock  of  the  carrier  are  jointly  and  severally  obligated 
under  lease  to  pay  directly  to  the  trustee,  interest  on  entire  amount 
of  these  bonds  outstanding  and  sinking  fund  instalhnents  to  retire 
the  issue  by  maturity. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
ajttd  eight  months  of  1931,  as  Exhibit  12,  a  comparative  general  balance 
sheet  of  the  carrier;  as  Exhibit  13,  a  comparative  income  account; 
and  as  Exhibit  14,  a  statement  of  railway  operating  revenues  and 
expenses,  which  show  the  financial  condition  of  the  carrier. 

DES   MOINES   &    CENTRAL  IOWA  RAILROAD   CO. 

The  loan  to  this  carrier  amounted  to  $633,500,  and  was  for  the 
purpose  of  enabling  the  carrier  to  meet  its  maturing  indebtedness. 
As  a  result  of  the  loan  the  Government  acquired  the  carrier's  promis- 
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sory  note  dated  April  1,  1921,  and  maturing  April  1,  1931,  in  the 
principal  amount  of  $633,500.  The  note  matured  April  1,  1931,  but 
the  carrier  was  not  in  a  position  to  meet  it;  neither  has  it  been  able 
to  pay  the  interest  accrued  since  October  1,  1926.  The  interest 
accrued  and  unpaid  now  amounts  to  $181,402,  or  a  total  indebtedness 
of  $814,902. 

This  carrier  operates  about  100  miles  of  track,  including  sidings, 
out  of  Des  Moines,  Iowa.  A  large  part  of  its  revenue  has  been  de- 
rived from  passenger  traffic.  It  advises,  however,  that  during  the 
past  few  years  it  has  lost  considerable  revenue  from  this  source,  due 
to  the  operation  of  busses  and  privately  owned  automobiles,  and  in 
addition  it  has  suffered  a  heavy  loss  in  freight  traffic  due  to  the  gen- 
eral business  depression.  The  carrier  has  reduced  its  operating 
expenses,  but  such  reductions  have  not  kept  pace  with  constantly 
declining  revenues.  The  Government  has  withheld  payments  due 
the  earner  from  the  United  States  on  account  of  freight,  transporta- 
tion, and  mail  handled  by  the  carrier,  and  applied  the  amoimt  thereof 
to  its  indebtedness  to  the  Government,  but  the  amount  so  withheld 
is  not  sufficient  even  to  discharge  the  interest.  A  reference  to  the 
balance  sheet  and  income  account  will  show  the  financial  condition 
of  the  carrier,  which  needs  no  comment. 

This  carrier's  obligation  to  the  Government  is  secured  by  $795,000 
face  amount  of  first-mortgage  10-year  7}^  per  cent  gold  bonds  of  the 
carrier  dated  April  1,  1921,  and  matured  April  1,  1931.  The  April 
1,  1927,  and  subsequent  coupons  are  in  default  as  well  as  the  principal 
of  the  bonds  which  matured  April  1,  1931. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,  as  Exhibit  15,  a  comparative  general 
balance  sheet  of  the  carrier;  as  Exhibit  16,  a  comparative  income 
account;  and  as  Exhibit  17,  a  statement  of  railway  operating  revenues 
and  expenses. 

FERNWOOD,    COLUMBIA    A    GULF   RAILROAD    CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $33,000, 
and  was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing 
indebtedness  and  to  make  certain  additions  and  betterments.  The 
loan  is  evidenced  by  the  carrier's  promissory  note  dated  May  12, 1921, 
matured  May  12,  1931,  in  the  face  amount  of  $33,000.  The  carrier 
has  paid  the  interest  as  it  became  due  and  has  made  certain  pay- 
ments on  account  of  principal,  reducing  the  note  to  $18,000,  but  was 
not  in  a  position  to  meet  the  balance  due  on  the  note  at  maturity. 
The  carrier  advises,  however,  that  there  are  new  developments  along 
its  tracks  which  should  in  the  near  future  produce  additional  revenue. 
It  has  made  application  to  the  Interstate  Commerce  Commission 
for  an  extension  of  the  time  within  which  to  pay  the  note  to  May  12, 
1936.  It  believes  that  it  can  pay  the  sum  of  $2,000  per  annum  on  the 
principal  of  the  note,  together  with  interest,  and  meet  the  balance 
due  at  maturity.     No  action  has  yet  been  taken  by  the  commission. 

This  carrier's  obUgation  to  the  Government  is  secured  by  $40,000 
face  amount  of  first-mortgage  25-year  6  per  cent  bonds  of  the  carrier 
due  in  1936,  which  are  a  first  lien  on  the  entire  property.  The  car- 
rier's obUgation  is  further  secured  by  the  indorsement  and  uncondi- 
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fe^nal  guaranty,  as  to  bothprincipal  and  interest,  of  Enocks  and 
Wortman  (Inc.),  and  A.  F.  Wortman,  of  Fernwood,  Miss. 

Ihere  are  attached  for  the  years  ended  December  31,  1926  to  1930 
and  eight  months  of  1931,  as  Exhibit  18,  a  comparative  general 
balance  sheet;  as  Exhibit  19,  a  comparative  income  account;  and  as 
Ji-xnibit  20,  a^statement  of  railway  operating  revenues  and  expenses, 
which  show  the  financial  condition  of  the  carrier. 

FORT   DODGE,    DES   MOINES    A   SOUTHERN    RAILROAD 

The  loan  originally  made  to  this  carrier  amounted  to  $200,000,  and 
was  for  the  purpose  of  enabling  the  carrier  to  make  additions  and 
betterments  to  existmg  equipment.  As  a  result  of  the  loan  the 
Ijovernment  acquired  the  promissory  note  of  the  carrier  dated  April 
7,  1921,  matured  April  7,  1931,  in  the  principal  amount  of  $200,000. 
Ihe  earner  contmued  to  pay  the  interest  as  it  became  due  up  to 
October  1,  1929,  at  which  time  it  defaulted  in  the  payment  of  the 
interest  due  that  date.  On  February  18,  1930,  it  went  into  receiver- 
ship. The  Treasury,  through  the  Attorney  General  of  the  United 
btates  has  filed  with  the  receiver  its  claim  for  the  full  amount  due 
from  the  earner  on  account  of  principal  and  interest. 
.  \^^  Attorney  General  through  the  United  States  attorney  is  watch- 
ing the  receivership  proceedings  with  a  view  to  protecting  the  mterests 
ol  the  United  States.  The  receiver  recently  advised  that  the  carrier 
was  hopelessly  msolvent  and  that  he  saw  no  prospects  that  the 
earner  would  be  able  to  pay  its  creditors. 

This  carrier's  obligation  is  secured  by  $400,000  face  amount  of  first 
mortgage  5  per  cent  bonds  of  the  carrier  due  in  1938,  which  are  a 
hrst  lien  on  189  miles  of  standard  gauge  electrified  road  and  on  a  power 
plant  fumishmg  electricity  to  20  cities  and  towns  in  the  State  of 
Iowa. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930. 
and  eight  months  of  1931,  as  Exhibit  21,  a  comparative  general 
balance  sheet  of  the  carrier;  as  Exhibit  22,  a  comparative  mcome 
account;  and  as  Exhibit  23,  a  statement  of  railway  operating  revenues 
and  expenses,  which  show  the  financial  condition  of  the  carrier. 

GAINESVILLE    ft   NORTHWESTERN   RAILROAD   CO. 

The  loa^  originally  made  to  this  carrier  amounted  to  $75,000,  and 
^!f  u  J  purpose  of  enabling  the  carrier  to  meet  its  maturing 
indebtedness.  As  a  result  of  the  loan  the  Government  acquu-ed  the 
promisso^  note  of  the  carrier,  dated  January  3,  1922,  and  matured 
January  3,  1927.  In  addition  to  being  in  default  on  the  principal  of 
the  note,  the  earner  has  paid  no  interest  on  this  obligation  since 
January  15,  1923,  and  is  now  indebted  on  this  account  in  the  amount 
of  $38,102.53,  making  a  total  indebtedness  of  $113,102.53. 

The  earner  went  into  receivership  on  December  8,  1923,  and  since 
that  date  it  has  been  operated  by  a  receiver  appointed  by  the  court 
having  jurisdiction.  The  Government  through  the  Attorney  General 
of  the  Umted  States  has  filed  its  claim  with  the  receivers  and  the 
Attorney  General,  through  the  United  States  district  attorney,  is 
watchmg  the  receivership  proceedings  with  a  view  to  taking  such 
steps  as  are  necessary  to  protect  the  interests  of  the  Government 
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Under  date  of  September  21,  1931,  the  receivers  applied  to  the 
Interstate  Commerce  Commission  for  authority  to  abandon  the 
operation  of  the  road.  In  the  commission's  investigation  of  the 
matter,  it  found  that  steam  locomotive  passenger  service  was  dis- 
continued during  1925  due  to  decline  in  business  and  that  rail  motor 
busses  had  been  substituted  therefor.  Daily  freight  service  was  dis- 
continued during  1926.  Freight  trains  were  operated  only  three  or 
four  times  a  week  as  was  necessary  to  handle  the  reduced  volume 
of  freight.  Passenger  traffic  was  entirely  discontinued  during  March, 
1931,  as  bus  competition  and  private  automobiles  had  taken  prac- 
tically all  the  business  and  it  was  necessary  to  use  the  rail  motor 
busses  to  handle  local  merchandise  in  order  to  provide  the  necessary 
service. 

The  receivers  did  not  contend  that  the  line  was  not  a  public  conven- 
ience and  necessity  and  they  recognized  that  its  abandonment  would 
impose  hardships  on  many  citizens  served  by  it.  They  recommended  its 
abandonment  because  they  have  been  unsuccessful  in  their  efforts  to 
develop  new  sources  of  revenues;  that  due  to  conditions  beyond  their 
control  they  have  lost  some  of  the  larger  sources  of  revenue;  and  that 
as  a  consequence  the  earnings  are  considerably  less  than  the  current 
expenses.  There  seems  to  be  no  other  course  of  action  that  could 
have  been  taken.  It  was  testified  at  the  hearing  by  the  receivers  that 
the  cash  was  exhausted;  that  no  funds  were  available  to  operate  the 
trains,  meet  pay  rolls,  or  conduct  other  phases  of  operation;  that  the 
force  of  employees  has  been  reduced  in  an  effort  to  reduce  expenses; 
that  the  receivers  are  now  and  have  been  serving  without  pay;  and 
that  replacements  are  badly  needed  for  the  road  to  continue  further 
operations.  Consequently  under  date  of  October  19,  1931,  the  Inter- 
state Commerce  Commission  authorized  the  receivers  to  abandon 
this  road  as  to  intei*state  and  foreign  commerce. 

The  carrier's  obligation  to  the  Government  is  secured  by  $75,000 
face  amoimt  of  first  mortgage  6  per  cent  bonds  of  the  carrier  due  1927. 
The  note  given  as  evidence  of  the  loan  is  further  secured  by  the  unre- 
stricted indorsement  and  guaranty  of  the  Piedmont  Corporation.. 
The  receivers  recently  advised  that  in  their  opinion  the  estimated 
salvage  value  of  the  road,  based  on  prices  avaUable  at  this  time,  is 
not  in  exces  of  $43,000.  In  view  of  the  report  of  the  receivers  to 
the  Interstate  Commerce  Commission  and  their  statement  to  the 
effect  that  the  salvage  value  of  the  carrier  does  not  exceed  $43,000 
and  the  authority  of  the  commission  to  abandon  the  property,  it  does 
not  appear  that  the  bonds  held  by  the  Government  as  collateral  are 
of  much  value.  The  only  other  security  available  is  the  indorsement 
and  guaranty  of  the  Piedmont  Corporation.  Sufficient  information 
is  not  available  at  this  time  to  enable  the  department  to  make  a  state- 
ment as  to  the  value  of  this  indorsement  and  guaranty.  The  court 
has  allowed  claims  for  costs  of  the  receivership  proceedings,  taxes, 
receivers'  certificates,  and  other  prior  charges,  aggregating  $214,000. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,  as  Exhibit  24,  a  comparative  general  bal- 
ance sheet  of  the  carrier;  as  Exhibit  25,  a  comparative  income  ac- 
count; and  as  Exhibit  26,  a  statement  of  railway  operating  revenues 
and  expenses,  which  show  the  financial  condition  of  the  carrier. 
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The  loan  onginaUy  made  to  the  receivers  of  the  Georgia  &  Florida 
Railway  amounted  to  $792,000,  and  was  for  the  purpose  of  enabling 
the  receivers  to  meet  certam  maturing  indebtedness  of  the  carrier  and 
to  make  certam  additions  and  betterments  to  the  property.  As  a 
result  of  the  loan,  the  Government  acquired  three  proimssoiy  notes 
of  the  receiver  all  dated  January  31,  1921,  and  Le  by  extension 
Januaiy  31,  1936,  m  the  amount  of  $792,000.  This  carrier  was  reor- 
ganized m  1926,  and  a  new  corporation  called  the  Georgia  &  Florida 
Railroad  assumed  control  of  the  property.  The  new  corporation 
indorsed  and  imconditionally  guaranteed  the  payment  of  the  notes  of 
the  receivers  at  the  time  the  payment  of  such  notes  was  extended  from 
January  31  1927,  to  January  31,  1936.  M  interest  payments  due 
on  these  notes  up  to  July  31,  1929,  have  been  made.  No  payments 
?S  ^*^^S^iu  ^  interest  have  been  made  since  that  date,  and  on  October 
}^\C  f\  f.^^^Z  ^o^Pany,  principally  because  of  disastrous  floods 
in  the  fall  of  1929,  went  mto  receivership.  The  accrued  and  unpaid 
interest  now  amounts  to  $95,040,  making  a  total  indebtedness  due 
the  Government  of  $887,040. 

TT J?!i  G??"'?^''i^  ^^^  filed  through  the  Attorney  General  of  the 
Umted  States  Its  claun  with  the  receivers,  and  the  Attorney  General 
through  the  Umted  States  district  attorney  is  watchmg  the  receiver- 
ship proceedmgs  with  a  view  to  taking  such  steps  as  are  necessary  to 
protect  the  interests  of  the  Government. 

The  receivers  recently  advised  that  the  outlook  for  this  carrier  is 
not  the  brightest,  unless  there  can  be  such  an  adjustment  of  the 
traffic  on^inatmg  m  and  flowing  through  this  territory  as  will  give 
the  Georgia  &  Florida  Railroad  a  share  thereof  sufficient  to  produce  a 
tair  return  on  the  capital  invested  in  the  property. 

The  notes  held  by  the  Government  are  secured  by  $1,100,000  face 

orida    Rf 
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on  approximately  460  miles  of  main  and  branch  lines  of  that  company 
Ihere  are  attached  for  the  years  ended  December  31,  1926  to  1930 
and  eight  months  of  1931,  as  Exhibit  27,  a  comparative  general  balance 
sheet  of  the  earner  and  the  receivers;  as  Exhibit  28,  a  comparative 
mcome  account;  and  as  Exhibit  29,  a  statement  of  railway  operating 
revenues  and  expenses,  which  show  the  financial  condition  of  this 
railroad. 

GREENE  COUNTY  RAILROAD  CO. 

The  loan  or^ally  made  to  this  carrier  amounted  to  $60,000,  and 
was  luade  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturimr 
indebtedness.  As  a  result  of  the  loan,  the  Government  acquired 
10  promissory  notes  of  the  carrier  dated  July  15,  1921,  maturimr 
serially,  begmmng  with  the  year  1922,  on  July  15,  in  each  year,  up  to 
ir/rl^'  .  \  .  earner  has  paid  nine  of  the  notes,  aggregating 
$54,000,  together  with  interest  as  it  became  due.  The  remaining 
notem  the  amount  of  $6,000  will  be  due  and  payable  on  July  15,  193? 

Ihe  earners  obligation  remaining  unpaid  is  secured  by  $31,000 
A.T^n^^t^l  ^^^  mortgage  6  per  cent  gold  bonds  of  the  carrier 
due  19o0,  which  are  a  first  Hen  on  the  entire  property  of  the  company. 


A 


LOANS  UNDER  SECTION   210,  TRANSPORTATION  ACT,    192  0         H 

The  obligation  is  further  secured  by  $12,000  par  value  of  the  capital 
stock  of  the  Georgia  Car  &  Locomotive  Co. 

There  are  attached  for  the  years  ended  December  31,  1926,  to  1930, 
and  eight  months  of  1931,  as  Exhibit  30,  a  comparative  balance  sheet 
of  the  carrier;  as  Exhibit  31,  a  comparative  income  account;  and  as 
Exhibit  32,  a  statement  of  railway  operating  revenues  and  expenses, 
which  show  the  financial  condition  of  the  carrier. 

MINNEAPOLIS    A    ST.    LOUIS    RAILWAY    CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $1,382,000, 
and  was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing 
indebtedness.  As  evidence  of  the  loan  the  Government  acquired  the 
carrier's  promissory  note  dated  April  1,  1921,  and  maturing  April  1, 
1931,  in  the  amount  of  $1,382,000.  The  note  is  now  in  default  and 
the  carrier  has  paid  no  interest  since  April  1,  1923.  Accrued  and 
unpaid  interest  now  amounts  to  $667,469.73,  making  a  total  indebted- 
ness of  $2,049,469.73. 

The  carrier  went  into  receivership  on  July  26,  1923,  and  the  various 
creditors  have  not  agreed  as  yet  upon  any  reorganization  plan.  The 
comparative  balance  sheet  of  the  receivers  attached  hereto  shows  that 
a  deficit,  amounting  to  about  $9,229,000  on  December  31,  1926,  has 
steadily  increased  until  on  August  31 .  1931,  it  amounted  to  more  than 
$17,398,000. 

The  Government,  through  the  Attorney  General  of  the  United 
States,  has  filed  its  claim  with  the  receiver  and  the  Attorney  General 
through  the  United  States  district  attorney  is  watching  the  receiver- 
ship proceedings  with  a  view  to  taking  such  steps  as  may  be  necessary 
to  protect  the  interests  of  the  Government. 

The  carrier's  obUgation  to  the  Government  is  secured  by  $2,377,000 
face  amount  of  refunding  and  extension  nxortgage  5  per  cent  gold 
bonds  of  the  carrier  due  1962,  which  are  secured  by  hens  on  certain 
disconnected  portions  of  the  carrier's  property. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,  as  Exhibit  33,  a  comparative  general 
balance  sheet  of  the  receivers;  as  Exhibit  34,  a  comparative  mcome 
account;  and  as  Exhibit  35,  a  statement  of  the  railway  operating 
revenues  and  expenses,  which  show  the  financial  condition  of  the 
railroad. 

MISSOURI    &    NORTH   ARKANSAS   RAILWAY   CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $3,500,000, 
and  was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing 
indebtedness  and  for  additions  and  betterments.  The  loan  is  evi- 
denced by  the  carrier's  promissory  note  dated  April  20,  1922,  and 
maturing  April  20,  1937.  The  carrier  defaulted  in  the  interest  pay- 
ment due  October  1,  1923,  and  went  into  receivership  on  May  5, 
1927.  The  accrued  and  unpaid  interest  now  in  default  amounts  to 
$1,507,090.71  which  makes  a  total  indebtedness  of  $5,007,090.71 

Pnor  to  receivership,  the  Comptroller  General  of  the  United  States 
was  withholding  all  payments  due  the  carrier  from  the  United  States 
on  account  of  freight,  transportation,  and  mail,  and  applying  the 
amount  thereof  to  the  accrued  and  unpaid  interest  due  from  the 
earner.  Some  time  after  receivership  proceedings  were  instituted, 
the  receiver  called  at  the  department  and  explained  the  financial 
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position  Of  the  carrier     He  explained  that  the  territoiy  served  by 

wJlT^'^if  ^""'^^^  ^1^'^f  ^*^^^y  ^^-  ^»«  suffering  from  many 
fl^tt;^  Ji^  recalled  that  about  two  years  before  the  territoiy  was 
IZtff  n?l  ^  ''''r'^lM  ^""^^  ^substantial  amount  of  property  as 
l^n^i.  i!  washouts  of  bndges  and  trackage.  The  following  year  the 
drought  had  seriously  affected  the  countiy  with  a  consequent  failure 
<)f  numerous  banks.     As  a  result,  the  earner  had  suffered  substantial 

incdlln /'^r^'^^'i;  ^^  '.*^*i^'^'  however,  that  he  had  done  eveiything 
possible  to  keep  the  physical  property  of  the  carrier  in  good  condition, 
so  that  when  busmess  conditions  improved  the  carrier  would  be  in  a 
position  to  handle  the  expected  increased  volume  of  business.     The 

Ancr^iil^'^i  foSf^f i,^'''^^®'^  "?  ^^26  to  over  $800,000,  and  on 
iiugust  ^[7  ly/l,  It  had  mcreased  to  more  than  $2,000,000.     The 

2TIZ  'f^^'^  A^^V.^  ^^"  Government  did  not  release  the  amount 
due  him  from  the  Government  for  services  rendered  he  would  not 
be  in  a  position  to  meet  the  next  pay  rolls.     Based  upon  this  request, 

!r..r  ^u'"''"^''^^?''^''*^  "P^"^  ^^^  recommendation  of  this  depart- 
ment, authorized  that  the  amounts  due  the  receiver  be  paid  to  him 

1  he  Go vernment  through  the  Attorney  General  of  the  United  States 
fif ^  Vt  •/!?  cf "f"  "^^^  *.^®  receiver,  and  the  Attorney  General  through 
the  Umted  States  district  attorney  is  watching  the  receivership  pro- 
ceedings with  a  view  to  taking  such  steps  as  may  be  necessary  to 
protect  the  interests  of  the  Government. 

The  carrier's  obhgation  to  the  Government  is  secured  by  $5  000  000 
face  amount  first  mortgage  6  per  cent  bonds  of  the  carrier  due  1937 
^AQo  nnT/  ^*  lien  on  the  entire  property  of  the  carrier,  subject  to 
$b39,000  face  amount  of  receiver's  certificates. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930 
and  eight  months  of  1 93 1 ,  as  Exhibit  36,  a  comparative  general  balance 
sheet  of  the  receiver;  as  Exhibit  37,  a  comparative  income  account- 
and  as  J^xlubit  38,  a  statement  of  railway  operating  revenues  and 
expenses,  which  show  the  financial  condition  of  this  railroad. 

NATIONAL   RAILWAY   SERVICE    CORPORATION 

This  corporation  was  organized  in  July,  1920,  by  the  leading  insur- 
ance companies  and  other  members  of  the  National  Association  of 
Uwners  of  Kadroad  Securities,  for  the  purchase  of  equipment  to  be 
suppUed  to  the  radroads.  It  has  been  operated  without  profit  and 
the  entire  capital  stock  was  subscribed  by  the  National  Association  of 
Uwners  of  Kailroad  Secunties.  The  corporation  issued  two  series  of 
eqmpment  trust  certificates,  series  1  (conditional  sale  basis),  and 
series  A  (lease  basis) .  Both  series  were  divided  into  prior  and  deferred 
lien  certdicates.  Pnor  lien  7  per  cent  certificates  were  taken  by  life 
msurance  compames  and  investment  institutions  to  the  extent  of  60 
per  cent  of  the  amount  of  each  series.  Deferred  lien  6  per  cent 
certdicates  to  the  extent  of  40  per  cent  of  the  amount  of  each  series, 
were  issued  to  secure  Government  loans  to  the  service  corporation  for 
account  of  particular  carriers  on  terms  and  conditions  approved  by 
the  Interstate  Commerce  Commission.  The  carrier  concerned  leased 
the  eqmpment  from  the  service  corporation  on  a  basis  of  30  semiannual 
rental  payments,  the  equipment  to  be  acquired  by  such  carrier  when 
aU  payments  have  been  made. 
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Loans  aggregating  $6,179,000  were  made  to  the  service  corporation 
on  series  1  certificates,  all  of  which  were  paid  before  maturity.  Loans 
^aggregating  $5,258,730  were  made  on  series  A  certificates,  of  which 
$3,059,212.47  has  been  paid,  leaving  a  balance  due  of  $2,199,517.53. 
Of  this  balance,  $230,252.12  is  due  from  the  service  corporation  for  a 
loan  made  for  account  of  the  Minneapolis  &  St.  Louis  Radroad  Co. 
and  $1,969,265.41  for  a  loan  for  account  of  the  Wheeling  &  Lake  Erie 
Railway  Co. 

Minneapolis  db  St.  Louis  Railroad  Co. — The  loan  originally  made  to 
the  service  corporation  for  account  of  this  carrier  amounted  to  $368,- 
190,  and  was  evidenced  by  a  promissory  note  of  the  National  Radway 
Service  Corporation  for  that  amount,  dated  Jidy  1,  1921,  maturing 
June  1,  1936.  In  addition  to  being  secured  by  a  deferred  lien  6  per 
cent  equipment  trust  certificate  of  the  National  Radway  Service 
Corporation  for  the  amount  due,  it  is  further  secured  by  the  imre- 
stricted  indorsement  and  guaranty  of  the  Minneapolis  &  St.  Loids 
Railroad  Co.  Payments  have,  from  time  to  time,  been  made  on 
account,  reducing  the  principal  amount  of  the  note  to  $230,252.12, 
and  the  interest  has  regularly  been  paid. 

Wheeling  dh  Lake  Ene  Railway  Co. — The  loan  made  to  the  service 
corporation  for  account  of  this  carrier  amounted  to  $3,304,000  and 
was  evidenced  by  two  promissory  notes  of  the  National  Radway 
Service  Corporation  for  that  amount,  dated  July  11,  1921,  and  ma- 
turing June  1,  1936.  In  addition  to  being  secured  by  deferred  lien 
6  per  cent  equipment  trust  certificates  of  the  service  corporation  for 
the  amoimt  due,  the  notes  are  further  secured  by  the  unrestricted 
indorsement  and  guaranty  of  the  Wheeling  &  Lake  Erie  Radway  Co. 
and  by  the  pledge  of  $177,000  face  amount  5  per  cent  refunding 
mortgage  gold  bonds,  series  B,  and  $1,460,000  6  per  cent  refunding 
mortgage  gold  bonds,  series  C,  of  that  carrier. 

These  loans  appear  to  be  wed  secured.  The  payments  due  on 
account  of  both  principal  and  interest  are  being  promptly  made  by 
the  service  corporation  and  indications  are  that  they  wid  be  liquidated 
in  full  by  maturity. 

In  view  of  the  natute  of  these  loans  and  the  character  of  the  corpora- 
tion responsible  for  the  service  of  the  loans,  it  is  not  deemed  necessary 
to  furnish  financial  statements  for  the  National  Railway  Service 
Corporation. 

SALT   LAKE    A    UTAH   RAILROAD   CO. 

The  original  loans  made  to  this  carrier  aggregated  $935,400,  and 
were  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing 
indebtedness  and  to  make  additions  and  betterments  to  its  property. 
As  a  result  of  the  loans,  the  Government  acquired  promissory  notes 
of  the  carrier  dated  July  27, 1920,  in  the  aggregate  amount  of  $235,400, 
and  July  7,  1921,  in  the  amount  of  $700,000,  and  maturing  from  1921 
to  1936.  The  sum  of  $62,800  has  been  paid  on  account  of  the  loan  in 
the  amoimt  of  $235,400,  leaving  a  principal  amount  due  on  account 
of  both  loans  of  $872,600.  The  accrued  and  unpaid  interest  amounts 
to  $366,436.80,  making  a  total  indebtedness  of  $1,239,036.80. 

The  carrier  paid  ad  interest  on  the  two  loans  up  to  July  1, 1924,  and 
went  into  receivership  on  July  24,  1925.  The  Government,  through 
the  Attorney  General  of  the  United  States,  has  filed  its  claim  with 
the  receiver  of  the  carrier  for  the  amount  of  the  indebtedness  due,  and 
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the  Attorney  General,  through  the  United  States  district  attorney, 
18  watching  the  receivership  proceedings  for  the  purpose  of  taking 
such  steps  as  may  be  necessary  to  protect  the  interests  of  the  Govern- 
ment. 

The  carrier  has  steadily  lost  in  traffic  over  the  past  few  years,  its 
deficit  of  over  $195,000  in  1926  increasing  to  $1,387,000  up  to  August 

ol,  lUol. 

The  carrier's  obligations  to  the  Government  are  secured  by  $830,300 
face  amount  of  first-mortgage  6  per  cent  bonds  of  the  carrier  due 
1944,  and  $500,000  par  value  7  per  cent  cumulative  preferred  stock  of 
the  carrier.  The  bonds  constitute  a  first  mortgage  on  property  now 
owned  or  hereafter  acquired  by  the  carrier. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930 
and  for  eight  months  of  1931,  as  Exhibit  39,  a  comparative  balance 
sheet  of  the  receiver;  as  Exhibit  40,  a  comparative  income  account; 
and  as  Exhibit  41,  a  statement  of  the  operating  revenues  and  expenses, 
which  show  the  financial  condition  of  the  carrier. 

SEABOARD   AIR   LINE   RAILWAY   CO. 

Between  September  15,  1920,  and  May  16,  1923,  the  Government 
made  loans  to  this  carrier  aggregatmg  $15,457,400  for  the  purpose 
of  enabhng  the  carrier  to  meet  its  maturing  indebtedness  and  provide 
for  additions  and  betterments.  The  Government  acquired  the  prom- 
issory notes  of  the  carrier  in  the  aggregate  amount  of  the  loans  dated 
as  of  the  date  of  the  loan  in  each  case  and  maturing  from  December 
1, 1931,  to  November  1, 1938.  Payments  have  been  made  on  account 
of  the  principal  of  the  notes  amounting  to  $1,013,512.16,  thus  reduc- 
ing the  aggregate  principal  amount  to  $14,443,887.84.  The  carrier 
paid  the  interest  on  its  notes  up  to  March  15,  1930,  after  which  it 
defaulted,  and  on  December  23,  1930,  went  into  receivership. 

This  carrier  serves  territory  along  the  Atlantic  seaboard  extending 
as  far  south  as  Florida.  The  collapse  of  the  Florida  land  boom,  the 
subsequent  failure  of  the  Florida  fruit  crop,  and  the  general  business 
depression  beginning  late  in  1929  have  materially  affected  its  oper- 
ating revenues.  In  1930  an  amount  of  $20,000,000  was  made  avail- 
able to  the  carrier  through  the  sale  of  additional  capital  stock,  but 
this  was  not  sufficient  to  carry  it  through  its  financial  difficulties. 

The  carrier's  obligations  to  the  Government  are  secured  by  $16,- 
976,500  face  arnoimt  of  first  and  consolidated  mortgage  6  per  cent 
gold  bonds,  series  A,  of  the  carrier,  due  September  1,  1945,  which 
are  a  first  lien  (subject  to  receivers'  certificates)  on  434  miles  of 
tracks  in  Georgia  and  South  Carolina;  and  certain  bonds  and  preferred 
and  capital  stock;  $1,200,000  face  amount  of  first  mortgage  6  per 
cent  gold  bonds,  series  B,  of  the  Seaboard-All  Florida  Railway  Co., 
due  August  1,  1935,  which  are,  with  the  balance  of  the  outstanding 
issue,  a  first  lien  on  464  miles  of  main  line  of  Seaboard-All  Florida 
Railway,  Florida  Western  &  Northern  Railroad  Co.,  and  the  East 
&  West  Coast  Railway;  $200,000  face  amount  of  first-mortgage  5 
per  cent  gold  bonds,  series  A,  of  Florida  Central  &  Gulf  Railway, 
due  July  1,  1967,  which  are  a  first  lien  on  the  entire  property  of  this 
earner;  $299,000  face  amount  of  first-mortgage  6  per  cent  gold  bonds, 
series  A,  of  the  Prince  George  &  Chesterfield  Railway,  due  April  1, 
1953,  which  are  a  first  lien  on  about  16  miles  of  tracks  of  this  carrier; 
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$13,000  face  amount  of  first  mortgage  50-year  5  per  cent  gold  bonds 
of  the  Durham  Union  Station  Co.,  due  1955,  which  are  a  first  lien 
on  entire  property  of  this  company;  and  certain  miscellaneous  pre- 
ferred and  capital  stock  of  various  companies  under  the  control  of 
the  Seaboard  Air  Line  Railway  Co. 

There  are  attached  for  the  years  ended  December  31,  1926  to 
1930,  and  eight  months  of  1931,  as  Exhibit  42,  a  comparative  general 
balance  sheet  of  the  carrier  and  receivers;  as  Exhibit  43,  a  comparative 
income  account;  and  as  Exhibit  44,  a  statement  of  operating  revenues 
and  expenses,  which  show  the  financial  condition  of  this  road. 

The  Government  has  filed,  through  the  Attorney  General  of  the 
United  States,  its  claim  with  the  receivers  and  the  Attorney  General, 
through  the  United  States  District  Attorney,  is  watching  the  receiver- 
ship proceedings  with  a  view  to  taking  such  steps  as  are  necessary  to 
protect  the  interests  of  the  Government. 

SEABOARD   BAY   LINE    CO. 

This  company  was  organized  in  1922  for  the  purpose  of  making 
available  to  the  Seaboard  Air  Line  Railway  Co.  new  and  rebuilt 
equipment.  The  Government  made  a  loan  to  this  company  in  the 
amount  of  $4,400,000  for  the  purpose  of  buying  and  rebuilding  equip- 
ment to  be  used  on  a  rental  basis  by  the  Seaboard  Air  Line  Railway 
Co.  As  a  result  of  the  loan  the  Government  acquired  the  promissory 
notes  of  the  company  in  the  amount  of  the  loan,  payable  in  1923  to 
1937.  The  company  has  paid,  in  addition  to  the  semiannual  interest, 
the  sum  of  $3,144,000,  on  account  of  the  principal  of  the  notes,  leaving 
$1,256,000  to  be  paid  between  1931-1937. 

This  company's  obligations  to  the  Government  are  secured  by 
$1,704,000  face  amount  of  6  per  cent  equipment  trust  notes  of  the 
company  maturing  between  1931-1937,  and  further  secured  by  the 
unrestricted  indorsement  and  guaranty  of  the  Seaboard  Air  Line 
Railway  Co. 

As  this  company  is  a  subsidiary  of  the  Seaboard  Air  Line  Railway 
Co.  and  is  no  more  than  an  equipment  trust  organization,  receiving 
and  paying  out  the  amounts  due  from  the  carrier  as  rentals  on  the 
equipment,  there  are  no  financial  statements  attached  for  this 
company. 

BHEARWOOD   RAILWAY   CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $29,000,  and 
was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing  in- 
debtedness and  to  provide  additions  and  betterments.  The  Govern- 
ment acquired  as  a  result  of  the  loan  the  promissory  note  of  the 
carrier  in  the  amount  of  the  loan,  dated  February  2,  1921,  and  matur- 
ing July  1,  1933.  The  carrier  has  paid  the  interest  and,  in  addition, 
has  paid  $21,199.77  on  account  of  the  principal  of  the  note,  leaving 
$7,800.23  to  be  paid  by  July  1,  1933.  With  the  consent  of  the  carrier 
the  Comptroller  General  of  the  United  States  has  been  withholding 
payments  due  from  the  United  States  on  account  of  the  transporta- 
tion of  the  mails  and  applying  the  amount  thereof  on  account  of  the 
carrier's  indebtedness. 

84242— S.  Doc.  11, 72-1—32 2 


1 

I 

J 


H^ 


* 


16         LOANS  UNDER  SECTION   210,  TRANSPORTATION  ACT,   1920 

This  carrier  has  recently  requested  the  Treasury  to  have  the  mail 
pay  due  from  the  Goverament,  now  being  withheld  and  appUed  on 
Its  mdebtedness,  released  up  to  July  1,  1932,  so  that  it  can  use  this 
revenue  to  meet  its  expenses.  It  also  requested  the  extension  of  the 
time  withm  which  to  pay  the  instaUment  of  principal  due  July  1. 
1931,  from  this  date  to  July  1,  1932.  The  carrier  advises  that  its 
prmcipal  revenues  are  derived  from  hauling  lumber,  naval  stores,  and 
farm  products.  On  account  of  the  general  business  depression,  par- 
ticularly  m  these  mdustnes,  its  revenues  have  suffered  severely  during 
the  past  few  months.  It  contends  that  it  will  be  necessary  to  have 
these  funds  to  help  out  during  the  coming  winter  months,  otherwise 
there  is  danger  of  the  road  not  being  able  to  survive  its  present  diffi- 
culties.  The  department  is  now  giving  consideration  to  this  request. 
c^iAoL^^^^^®  ^"®  ^^  account  of  this  indebtedness  is  secured  by 
$102,000  face  amount  of  first-mortgage  6  per  cent  gold  bonds  of  the 
earner,  due  1949,  which  are  a  first  lien  on  all  the  property  of  the  carrier 

Ihere  are  attached  for  the  years  ended  December  31,  1926  to  1930 
and  eight  months  of  1931,  as  Exhibit  45,  a  comparative  general  bal- 
ance sheet  of  the  carrier;  as  Exhibit  46,  a  comparative  income  account: 
and  as  ^xhibit  47,  a  statement  of  operating  revenues  and  expenses, 
which  show  the  financial  condition  of  the  carrier. 

TOLEDO,    ST.    LOUIS    &    WESTERN   RAILROAD    CO.,    RECEIVER   OF 

The  Government  made  a  loan  of  $692,000  to  the  receiver  of  this 
company  for  the  purpose  of  enabling  him  to  provide  equipment  and 
other  additions  and  betterments  for  the  road.  As  a  result  of  the  loan 
the  Government  acquired  the  promissory  notes  of  the  receiver  in  the 

^^^^i^^  ^^^  ^^^^>  ^^^^  ^^y  ^^y  1921,  and  maturing  from  May 
16,  1922  to  1936.  "^ 

On  January  1,  1923,  the  properties  of  this  carrier  were  merged  ^vith 
The  New  York,  Chicago  &  St.  Louis  RaUroad  Co.,  the  latter  assuming 
the  liability  of  the  mdebtedness  to  the  Government.  The  receiver 
and  The  New  York,  Chicago  &  St.  Louis  Railroad  Co.  have  paid  the 
notes  as  they  matured,  amounting  to  $460,000,  as  well  as  the  interest 
leaving  a  balance  due  of  $232,000  on  account  of  principal.  ' 

The  balance  due  on  the  loan  is  secured  by  $232,000  of  receiver's 
certificates  maturmg  between  1932  and  1936,  which  are  a  general  lien 
on  aU  of  the  property  of  the  carrier  for  account  of  which  the  loan 
was  made,  subject  to  prior  liens  of  the  mortgages  dated  July  1    1900 
and  certain  trust  obligations  incurred  by  the  receiver.  '  ' 

There  are  attached  for  the  years  ended  December  31, 1926  to  1930 
and  eight  months  of  1931,  of  The  New  York,  Chicago  &  St.  Louis 
KaUroad  Co.,  as  Exhibits  48,  a  comparative  general  balance  sheet- 
as  Lxhibit  49,  a  comparative  income  account;  and  as  Exhibit  50  a 
statement  of  railway  operating  revenues  and  expenses,  which  show 
the  hnancial  condition  of  the  carrier  assuming  the  obligation  to  the 
Government. 

VIRGINIA    BLUE   RIDGE   RAILWAY   CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $106,000,  and 
was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing  in- 
debtedness. The  loan  is  evidenced  by  the  carrier's  promissory  note 
m  the  amount  of  the  loan,  dated  April  4,  1921,  and  matured  April 
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4,  1926.  The  carrier  defaulted  in  the  interest  payment  due  April  1, 
1926,  and  also  on  the  principal  of  the  note  due  on  April  4,  1926. 
The  accrued  and  unpaid  interest  amounts  to  $34,980,  making  a  total 
indebtedness  due  of  $140,980. 

The  carrier  has  applied  to  the  Interstate  Commerce  Commission  for 
an  extension  of  the  time  to  April  4,  1936,  within  which  the  loan  is  to 
be  repaid.  No  action  has  as  yet  been  taken  by  the  commission,  and 
it  does  not  appear  at  the  present  time  that  anything  would  be  gained 
by  this  extension,  as  the  road  is  not  able  to  pay  the  interest  as  it  falls 
due.  This  carrier  depended  to  a  great  extent  for  its  revenue  upon  the 
transportation  of  timber  products  from  two  timber  companies  located 
along  its  lines.  The  failure  of  these  two  companies  has  resulted  in  a 
substantial  decrease  in  its  revenues.  Unless  some  new  revenue- 
producing  sources  are  developed,  it  is  not  believed  that  the  carrier 
will  be  able  to  meet  the  principal  and  interest  due  on  its  note. 

The  carrier's  obligation  to  the  Government  is  secured  by  $134,000 
principal  amount  of  first  mortgage  6  per  cent  gold  bonds  of  the  carrier 
due  1946,  which  are  a  first  Hen  on  the  entire  property  of  the  carrier. 
The  note  is  further  secured  by  the  imrestncted  indorsement  and 
guaranty  as  to  both  principal  and  interest  by  Messrs.  Howard  Cobb 
and  Fordyce  Cobb,  of  Ithaca,  N.  Y.,  and  Messrs.  John  W.  Powell  and 
John  W.  Dwight,  of  Washington,  D.  C. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,  as  Exhibit  51,  a  comparative  general  bal- 
ance sheet  of  the  carrier;  as  Exhibit  52,  a  comparative  income  account; 
and  as  Exhibit  53,  a  statement  of  railway  operating  revenues  and 
expenses,  which  show  the  financial  condition  of  the  carrier. 

VIRGINIA   SOUTHERN   RAILWAY   CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $38,000,  and 
was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing 
indebtedness.  The  loan  is  evidenced  by  promissory  note  of  the 
carrier  in  the  amount  of  the  loan,  dated  February  21, 1921,  and  matur- 
ing February  21,  1931.  The  carrier  defaulted  in  the  payment  of 
interest  due  July  1,  1924,  and  went  into  receivership  on  May  3,  1926. 
The  accrued  and  unpaid  interest  amounts  to  $14,326.97,  making  a 
total  indebtedness  due  of  $52,326.97. 

The  Government,  through  the  Attorney  General  of  the  United 
States,  has  filed  with  the  receiver  its  claim  for  the  amount  due  from 
the  carrier,  and  the  Attorney  General  through  the  United  States 
district  attorney  has  been  watching  the  receivership  proceedings, 
with  a  view  to  taking  any  necessary  steps  to  protect  the  interests  of 
the  Government.  Ii  this  carrier  is  to  be  able  to  meet  its  operating 
expenses  and  fixed  charges,  it  will  be  necessary  for  new  sources  of 
revenue  to  be  developed.  It  was  thought  that  these  new  sources 
might  be  brought  about  through  the  development  of  the  timber 
resources  along  its  lines,  but  so  far  they  have  not  materialized. 

The  obligations  of  the  carrier  to  the  Government  are  secured  by 
$76,000  face  amount  of  first  mortgage  6  per  cent  bonds  of  the  carrier 
dated  January  1,  1921,  due  January  1,  1931,  which  are  a  first  lien  on 
the  entire  property  of  the  carrier. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
and  eight  months  of  1931,   as  Exhibit  54,  a  comparative  general 


II 


ii<rgr- 


18 


I 


LOANS  imrDER  SECTION  210,  TEANSPOKTATION  ACT,  1920 


balance  sheet  of  the  receiver;  as  Exhibit  55,  a  comparative  income 
account;  and  as  Exhibit  56,  a  statement  of  rai^way-Serati^ge^SeZs 
and  revenues,  which  show  the  financial  condition  of  tS^Se? 

WATERLOO,  CEDAR  PALLS  *  NORTHERN  RAILWAY  CO. 

The  loan  origmally  made  to  this  carrier  amounted  to  $1,260  000 
iniZlA  ^''^  tlie  purpose  of  enabling  the  carrier  to  meet  its  matS 
mdebtedness  and  provide  certain  additions  and  betterments     Thf 
loan  IS  evidenced  by  the  promissory  notes  of  the  carrier  inTheaeere! 

iprilTsTosf  to 'liT'  ^^""^  -^P^  IS  'T'  *'»^  -^turin|f™m 
Apru  it>,  i»di  to  1936.     The  earner  defaulted  in  the  interest  nav. 

ment.due  April  15,  1922,  and  also  defaulted  in  the  parent  o/^^e 

^mrihH'  °«*%^  t^«  ''"^^T'  S^  «200,000,  mafXg  Ap^  ^5! 
1931.    The  amount  of  the  accrued  and  unpaid  mterest  is  $708  247  'n 
which  makes  a  total  indebtedness  of  $1,968,247  53  *' "8-247.53, 

hJJr  ^^'^T  '!'^°*  "*  receivership,  but  has  been  operated  by  a  bond- 
holders' protective  committee  since  1923.  The  carrier  advi^s  that 
ite  passenger  revenues  have  been  substantiaUy  decreed  as  a  resist 
of  pnvateTy  owned  automobUes,  wWch  condition  haTbeen  brought 
about  by  the  improvement  made  in  the  State  highways  during  the  nSt 

f^ilT"^-  i  ^f  *  ^J^  «^  *¥  passenger  traffic  formerly  enjoyelbv 
this  earner  has  been  diverted  to  competitive  motor  bus  Unes  and  a 
substantial  amount  of  its  freight  busfaess  has  been  lost  hi  a 'sircar 
manner  This,  together  with  the  world-wide  depr^si^n  eriS 
during  the  p^t  two  years,  has  had  a  serious  effecf  ot  te  revenue^ 
and  unless  additional  revenue-producing  sources  can  be  fou^  H  an! 
peai^  that  the  earner  may  face  furtherfinancial  difficidties  '  ^ 
*l^7^nnn"?!?  "^^Si^}'^?^  to   the   Government   are   secured   by 

?h;  caS  drig^O**  wl.il  ^'•'''^  '"•'^^^'^^^  ^  P^'  ««°*  g«W  bonds  o^f 
ine  earner  due  1950,  which  are  a  general  mortgage  on  the  oronertv  of 

the  earner,  subject  to  the  lien  enjoyed  bv  $5,773:000  fct  5'^of  1  tf 

There  are  attached  for  the  years  ended  December  31   1926  to  1930 

and  eight  months  of  1931,  as  Exhibit  57,  a  comparative  general  hal 

ance  sheet  of  the  carrier;  as  Exhibit  58    a  corprative Income  at 

count;  and  as  Exhibit  59,  a  statement  of  raUwa/-operat^n^ revenues 

and  expenses,  which  show  the  financial  condition  of  the  cfrrier 

WICHITA   NORTHWESTERN  RAILWAY    CO. 

The  loan  originaUy  made  to  this  earner  amounts  to  $381  750  and 
was  for  the  purpose  of  enabUng  the  carrier  to  meet  its  maturinaTn 
debtedness  and  provide  for  additions  and  bettementT    tSK 

irtldTl'^i  ^^ra'.':;'  rr^j"?  ""*^  '•»  '^^  »'"«^t  of  th  foan 

aatett  June  1    1921,  and  matured  June  1,  1931.     The  carrier  wAn/ 
mto  receivership  on  November  10,  1922    has  been  in  dTfauiron 

rr$5T5T7y"  ''''•'''■'''  ^^'"^  -S^'^sinrbtX^s 

<i.Jht  ?'*''c?T^'?!{.  through  the  Attorney  General  of  the  United 
States  has  filed  with  the  receiver  its  claun  for  the  amount  due   and 
the  Attorney  General,  through  the  United  States  Strict  attomev 
IS  watching  the  receivership  proceedings  with  a  view  to  proSj 
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the  interests  of  the  Government.  An  examination  of  the  carrier's 
financial  statements  attached  hereto  clearly  indicates  that  its  financial 
condition  is  such  that  no  immediate  payment  can  be  expected  of  the 
amount  due  the  Government. 

The  carrier's  obligation  to  the  Grovernment  is  secured  by  $600,000 
first  consoUdated  10-year  6  per  cent  gold  bonds  due  1931,  which  are 
a  first  lien  on  the  entire  property  of  the  carrier,  consisting  of  about 
100  miles  of  road  in  the  State  of  Kansas. 

There  are  attached  hereto  for  the  years  ended  December  31,  1926 
to  1930,  and  eight  months  of  1931,  as  Exhibit  60,  a  comparative 
general  balance  sheet  of  the  receiver;  as  Exhibit  61,  a  comparative 
income  account;  and  as  Exhibit  62,  a  statement  of  railway  operating 
revenues  and  expenses,  which  show  the  financial  condition  of  the 
road. 

WILMINGTON,  BRUNSWICK  &  SOUTHERN  RAILROAD  CO. 

The  loan  originally  made  to  this  carrier  amounted  to  $90,000,  and 
was  for  the  purpose  of  enabling  the  carrier  to  meet  its  maturing  in- 
debtedness and  to  provide  for  additions  and  betterments.  The  loan 
is  evidenced  by  the  carrier's  promissory  note  in  the  amount  of  the 
loan,  dated  January  15,  1921,  due  January  15,  1928.  The  carrier 
paid  the  interest  due  on  the  loan  up  to  January  1,  1930,  but  defaulted 
m  the  paynaent  of  the  interest  due  January  1,  1930,  and  since  that 
date,  and  has  been  in  default  on  account  of  the  principal  since  January 
15,  1928.  Accrued  and  unpaid  interest  amounts  to  $8,100,  which 
makes  a  total  indebtedness  of  $98,100. 

The  carrier  applied  to  the  Interstate  Commerce  Commission  prior 
to  the  maturity  of  its  note,  for  an  extension  for  a  period  of  five  years 
of  the  time  in  which  to  make  payment  on  account  of  principal.  The 
commission  considered  the  application  and  after  investigation  advised 
the  Treasury  that  in  its  opinion  an  extension  of  the  time  of  payment 
should  not  be  made  at  that  time,  but  that  it  was  inclined  to  the  view 
that  the  Treasury  should  extend  a  reasonable  forbearance  in  the 
matter  of  repayment,  which  would  serve  the  same  purpose  as  extend- 
ing the  note.  This  would  afford  the  carrier  additional  time  within 
which  to  demonstrate  the  eflPect  upon  its  earnings  of  certain  new 
traffic  which  had  been  recently  developed.  The  carrier  recently 
advised  the  Treasury  that  it  hoped  to  pay  the  interest  due  January 
1,  1932,  as  business  along  the  Hues  of  the  carrier  had  improved  and 
it  looked  as  though  there  might  be  further  improvement  in  this 
respect.  In  cases  of  this  character,  the  Treasury  is  inclined  to  allow 
the  carrier  sufficient  time  to  try  to  work  out  its  difficulties,  and  avoid, 
if  possible,  receiversliip  proceedings. 

The  carrier's  obligation  to  the  Government  is  secured  by  $168,000 
face  amount  of  first  mortgage  30-year  5  per  cent  bonds  due  1941, 
which  are  a  first  lien  on  the  entire  property  of  the  company. 

There  are  attached  for  the  years  ended  December  31,  1926  to  1930, 
as  Exhibit  63,  a  comparative  general  balance  sheet  of  the  carrier;  as 
Exhibit  64,  a  comparative  income  account;  and  as  Exhibit  65,  a 
statement  of  railway  operating  revenues  and  expenses,  which  show 
the  financial  condition  of  the  carrier. 

It  may  be  added  that  the  United  States  Government,  in  filing  its 
claims  for  amounts  due  from  carriers  in  receivership,  has  claimed 
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priority  under  section  3466  of  the  Revised  Statutes.  The  priority  of 
the  United  States  under  this  section  has  been  contested  from  time  to 
time,  and  the  matter  in  the  case  of  the  indebtedness  of  the  Min- 
neapolis &  St.  Loins  Railroad,  was  carried  to  the  Supreme  Court  of 
the  United  States  in  order  to  settle  the  question  definitely.  Justice 
Brandeis  delivered  the  opinion  of  the  court,  in  which  he  said : 

To  have  given  priority  to  debts  due  the  United  States  pursuant  to  Title  II, 
would  have  defeated  the  purpose  of  Congress.  It  not  only  would  have  preventea 
the  reestabUshment  of  railroad  credit  among  bankers  and  investors,  but  it  would 
even  have  seriously  impaired  the  market  value  of  outstanding  railroad  securities. 
It  would  have  deprived  the  carriers  of  the  credit  commonly  enjoyed  from  supply 
men  and  others;  would  have  seriously  embarrassed  the  carriers  in  their  daily 
operations;  and  would  have  made  necessary  a  great  enlargement  of  their  work- 
ing capital.  The  provision  for  loans  under  section  210  would  have  been  frus- 
trated. For,  carriers  could  ill  afford  voluntarily  to  contract  new  debts  there- 
under which  would  displace,  pro  tanto,  their  existing  bonded  indebtedness. 
The  entire  spirit  of  the  act  makes  clear  the  purpose  that  the  rule  leading  to  such 
consequences  should  not  be  applied. 

A  copy  of  this  opinion  is  attached  as  Exhibit  66. 
Respectfully. 

A.  W.  Mellon, 
Secretary  of  the  Treasury, 

Exhibit  1 

Statement  showing  amount  of  loans  made  to  carriers  under  section  210  of  the  trans- 
portation acty  1920,  as  amended,  amount  of  repayments  on  such  loans,  the  amount 
outslanding,  and  the  amount  of  interest  collected,  as  of  October  1,  1931. 


Carrier 


Akron,  Canton  <t  Youngstown  Ry.  Co.. 
Alabama,  Tennessee  &  Northern  R.  R. 

Corporation 

Alabama  <t  Vicksburg  Ry.  Co 

Ann  Arbor  R.  R.  Co 

Aransas  Harbor  Terminal  Ry 

Atlanta,  Birmingham  <fe  Atlantic  Ry.  Co., 

Baltimore*  Ohio  R.  R.  Co 

Bangor  &  Aroostook  R.  R.  Co 

Birmingham  &  Northwestern  Ry.  Co... 

Bcston  <fe  Maine  R.  R 

Buflalo,  Rochester  &  Pittsburgh  Ry.  Co. 

Cambria  &  Indiana  R.  R.  Co 

Carolina,  Clinchfleld  <b  Ohio  Ry.  Co 

Central  of  Georgia  Ry.  Co 

Central  New  England  Ry.  Co 

Central  Vermont  Ry.  Co 

Charles  City  Western  Ry.  Co 

Chesapeake  «t  Ohio  Rv.  Co 

Chicago  &  Eastern  Illinois  R.  R.  Co., 

receiver  of 

Chicago  Great  Western  R.  R.  Co 

Chicago,  Indianapolis  &  Louisville  Ry. 

Co 

Chicago,  Milwaukee  &  St.  Paul  Ry.  Co. 
Chicago,  Rock  Island  &  Pacific  Ry.  Co.. 
Chicago  &  Western  Indiana  R.  R.  Co.... 

Cisco  <t  Northeastern  Ry.  Co 

Cowlitz,  Chehalis  &  Cascade  Ry.  Co 

Cumberland  ii  Manchester  R.  R.  Co.... 
Des  Moines  &  Central  Iowa  R.  R.  Co... 

Erie  R.  R.  Co 

Evansville,  Indianapolis  A  Terre  Haute 

Ry.  Co 

Fernwood,  Columbia  A  Gulf  R.  R.  Co... 
Flcmingsburg  &  Northern  R.  R.  Co 


Principal 
amount  origi- 
nally hehi 
(amount 
loaned) 


$212,000.00 

489, 000. 00 

1,3»4,000.00 

6.M),000.00 

SO,  COO.  00 

2oaooo.oo 

3,000,000.00 

200,000.00 

7.\000.00 

21, 705, 479. 00 

1,000,000.00 

250,000.00 

8, 000, 000. 00 

237,900.00 

300,000.00 

193,  ono.  00 

140, 000. 00 
9. 097, 000. 00 

785, 000. 00 
2,445,373.00 


200. 

35,340, 

9.862, 

8,000, 

236, 

45, 

37.% 

633, 

11,  574, 


000.00 
000.00 
000.00 
000.00 
45(1.  00 
00U.00 
000.  CO 
500.  OC 
450.00 


400^000.00 

3.1,000.00 

7, 25a  00 


Principal 
amount  held 
on  Oct.  1, 1931 


$151, 500. 00 


140^000. 00 


6,169,00a00 


633,500.00 


18,000.00 


Total  payments  received 


Principal 


$212,000.00 


337, 

1.394, 

650, 

5, 

aoot 

3,C0a 

200. 

75, 

21, 705, 

1,000, 
250^ 

8,00a 
237, 
300, 
193, 


500.00 
000.00 
000.00 
695.33 
000.00 
000.00 
000.00 
000.00 
479.00 
000.00 
000.  CO 
000.00 
900.00 
000.00 
000.00 


9,097,000.00 

785,000.00 
2, 445, 373. 00 

2oaooo.oo 

35, 34a  000. 00 

9, 862, 000. 00 

1, 831, 000. 00 

236. 450. 00 

45. 000. 00 

375,000.00 


11,574,450.00 

4oaooaoo 

15, 000. 00 
7. 25a  00 


Interest 


$43,068.26 


182, 

261, 

149. 
27, 
67. 

938. 

53, 

14. 

11,348, 

218, 
13, 

tin, 
41. 

108, 

49, 

82, 

3,800, 


866.29 
889.18 
139. 76 
698.19 
824.76 
571.42 
617. 19 
380.43 
97a  39 
625.09 
342.54 
503.83 
300.73 
646.40 
602.56 
939.62 
577.43 


232, 144.  70 
1,111,143.44 

63,069.56 

14.  705, 198.  58 

3,626,834.75 

4, 680;  464. 66 

82. 762.  SO 

la  001. 94 

122. 163.  36 

211.952.21 

4, 492, 759. 30 

59,840.25 

13,838.48 

1,293.11 


I 
4, 


i 


k 


k 
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Statement  showing  amount  of  loans  made  to  carriers  under  section  210  of  the  trans- 
portaiion  act,  1920,  as  amended,  amount  of  repayments  on  such  loans,  the  amount 
otdstanding,  and  the  amount  of  interest  collected,  as  of  October  1,  1931 — Contd. 


Carrier 


Fort  Dodge.  Des  Moines  &  Southern 

R.  R.  Co 

Fort  Smith  &  Western  R.  R.  Co.,  receiver 

of 

Gainesville  &  Northwestern  R.  R.  Co... 

Georgia  &  Florida  Ry..  receivers  of 

Great  Northern  R.  R.  Co 

Greene  County  R.  R.  Co 

Gulf,  Mobile  &  Northern  R.  R.  Co 

Hocking  Vnlley  Ry.  Co 

Illinois  Central  R.  R.  Co 

Indiana  Harbor  Belt  R.  R.  Co 

International  &  Great  Northern  Ry.  Co.. 

receiver  of 

Kansas  City,  Mexico  &  Orient  R.  R.  Co., 

receiver  of _ 

Kansas  City  Terminal  Ry.  Co 

Lake  Krw,  Franklin  &  Clarion  R.  R.  Co. 

lA)n(;  Island  R.  R.  Co... 

Ix)uisville    &    JeffenK>nville    Bridge    & 

Railroad  Co 

Maine  Central  R.  R.  Co 

Minneapoli.s  A  St.  Ix>uis  R.  R.  Co 

Mls.'?ouri,  Kansas  &  Texas  Ry.  Co.  of 

Texas,  receiver  of 

Missouri  A  North  Arkansas  Ry.  Co 

Missouri  Pacific  R.  R.  Co 

National  Railway  Service  Corporation... 
New  Orleans.  Texas  A  Mexico  Ry.  Co... 

New  York  Central  R.  R.  Co 

New  York,  New  Haven  A  Hartford  R.  R. 

Co 

Norfolk  Southern  R.  R.  Co 

Northern  Pacific  Ry.  Co 

Pennsylvania  R.  R.  Co 

Peoria  A  Pekin  Union  Ry.  Co - 

Rutland  R.  R.  Co 

Sftlt  Lake  A  Utah  R.  R.  Co 

Seaboard  Air  Line  Ry.  Co - 

Seaboard  Bay  Line  Co 

Shearwood  Ry.  Co _ 

Tampa  Northern  R.  R.  Co.. 

Terminal   Railroad   Association  of  St. 

Louis 

Tennessee  Central  Ry.  Co 

Toledo,  St.  Louis  A  Western  R.  R.  Co., 

receiver  of - 

Tran.s-Mis.sissipni  Terminal  R.  R.  Co 

Virginia  Blue  Ridge  Ry.  Co 

Vlrrlnia  Southern  R.  R.  Co 

Virginia  Ry.  Co.,  The.   

W^aterloo,  Cedar  Falls  A  Northern  Ry. 

Co 

Western  Maryland  Ry.  Co 

Wheeling  A  Lake  Erie  Ry.  Co 

Wichita  Northwestern  Ry.  Co 

Wilmington,  Brunswick  A  Southern  Ry. 

Co 

Total 


Principal 
amount  origi- 
nally held 
(amount 
loaned) 


$200, 000. 00 

156,000.00 

75. 000.  00 

792,000.00 

18, 496, 000. 00 

60,000.00 

1, 43:i,  5«\  00 

1,665,000.00 

4, 440. 000.  00 

579.000.00 

194, 300.  00 

2, 500, 000. 00 

."iSO,  000.  00 

25,  000.  00 

719, 000.  00 

162, 000. 00 
2. 373, 000. 00 
1. 382. 000.  00 

450. 000. 00 

3, 500. 000. 00 

la  071, 760.  00 

ll,437,8.mOO 

234,000.00 

26,775,000.00 


27,530, 

1,666, 

6,000, 

12, 480, 

1,799, 

61, 

1,000, 

15,  457, 

4.400. 

29, 

100. 


000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
400.00 
000.00 
000.00 
000.00 


896,925.00 
1. 500, 000. 00 

692,000.00 
1,000,000.00 

106, 000. 00 

38,000.00 

2,000,000.00 

1, 260, 000. 00 

3. 682.  800.  00 

3, 200, 000. 00 

381,  75a  00 

9a  000. 00 


290,800,667.00 


Principal 

amount  held 

on  Oct  1,  1931 


$200, 000. 00 


75, 000. 00 
792, 000. 00 

**6,'6o6.'66 


1,382,000.00 


3, 500, 000. 00 
"2,'i99,"5i7."53 


872. 600. 00 

14, 443, 887.  84 

1. 256,  000.  00 

7,800.23 


232,000.00 

i66,'66a'66 

38,000.00 


I,260,00a00 


381, 750. 00 

90,ooaoo 


33, 998. 860. 27 


Total  payments  received 


Principal 


$1.56, 000. 00 


18, 496, 000. 00 

54, 000. 00 

1,433,500.00 

1.66.5.000.00 

4, 440. 000. 00 

579, 000  00 

194,  300. 00 

2, 500, 000.  CO 

580, 000. 00 

25.000.00 

719.000.00 

162,000.00 
2, 373, 000. 00 


450,00a00 


la  071. 760. 00 

9.  238,  312.  47 

234.000.00 

26, 77.5, 000. 00 


27,5.30. 
1.666, 

6.ooa 

12,480, 

1,799, 

61, 

127. 

1,013, 

3,144, 

21, 

100, 


000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
400.00 
512.16 
000.00 
199.77 
000.00 


896. 925. 00 
1,500,000.00 

460, 000. 00 
L000,000.00 


2,000^000.00 


3, 682,  800.  00 
3,200,000.00 


256,801,806.73 


Intere.st 


$102,  em.  36 

46.800.00 
4. 5ia  73 

38.5. 16.5.  19 
1,903.  .588.  76 

19. 800.  oa 

3ia  272.  40 

494, 780.  74 

611.158.68 

58,343.87 

13.397.14 

1.219,683.39 

142,718.04 

7. 455. 16 

64,283.72 

50, 247. 84 
71R,  347.  OS 
203. 100.  27 

8a  207. 61 

475,860.11 

2, 300. 646. 97 

3, 434.  713. 14 

21. 812. 01 
3.001,831.76 


9,640, 

.509, 

376, 

1.242, 

383, 

7. 

183, 

7,495. 

1,707. 

13, 

11, 


846.21 

691.58 
9%.  07 
788.63 
.5^16. 22 
239.56 
923.33 
672.69 
865.25 
785  61 
934.  7» 


96.445.54 
315,625.97 

29a  834. 35 

170,055.24 

31,882.48 

9, 211.  43 

418,593.62 

48, 751. 27 
1.103,743.79 
1,058,419.66 

55, 5ia  20 

48.301.66 


88, 434. 109.  03 
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Exhibit  63 

Wilmington,  Brunswick  &  Southern  Railroad  Co.— Comparative  balance  sheet  for 

years  ended  December  31  f  1926  to  1930,  inclusive 


1926 

1927 

1928 

1929 

1930 

ASSETS 

Investments: 

Investment  in  road  and  equipment 

Other  investments,  bonds 

$504, 548.  51 
6,000.00 

$520, 048. 18 

$520, 754. 88 

$521, 220. 43 

$487, 891.  62 

Total  investments 

510, 548.  51 

520, 048. 18 

520, 754. 88 

521, 220. 43 

487.891.62 

Current  a.sRets: 

Cash 

1, 489.  55 

562.21 

4, 813. 82 

4,074.90 
7,990.69 
1,940.00 

11,871.32 

462. 21 

1, 897.  57 

5,583.19 
8,064.35 
1,940.00 

4, 762. 12 

462.  21 

3,372.68 

6,903.68 
6, 870. 39 
1,940.00 

4, 107.  45 

462.21 

4,514.91 

3, 195. 39 
6.  712. 00 
1, 910. 00 

1, 281.  67 

462.21 

2, 421.  35 

3,086.00 
6, 843. 87 
1,940.00 

Loans  and  bills  received 

Traffic  and  car  service  balances  received. 
Net  balances  received  from  agents  and 
conductors 

Miscellaneous  accounts  received 

Material  and  supplies 

Total  current  assets.    . 

20, 871. 17 
590.00 

29, 818. 64 
590.00 

24,311.08 
590.00 

20, 931. 96 
590  00 

16.035.10 

Unadjusted  debits:  Rents  and  insurance 
paid  in  advance 

1 

Grand  total 

532, 009. 68 

550, 456.  82 

545, 655.  96 

542, 742. 39 

604, 516. 72 

LI.\BtLITIES 

Stock:  Capital  stock 

165,000.00 

165,000.00 

165, 000. 00 

165,000.00 

165, 000. 00 

Long-term  debt: 

Funded  debt  unmatured 

183, 750. 00 
38, 344. 00 

183, 750. 00 
45, 344. 00 

183  750  00     lA-^  7-*^  f^ 

183, 750. 00 
40, 714. 17 

Xonnegotiable  debt  to  affiliated  com- 
panies— (A)  notes 

42,314.17 

40, 714. 17 

Total  long-term  debt 

222,094.00 

229,094.00 

226.064.17 

224, 464. 17 

224,464.17 

Current  liabilities: 

Loans  and  bills  payable 

81,812.50 
2,042.42 

20, 692. 31 
2,770.71 

87, 993. 43 

22,480.22 

76.  812.  50 

7fi  819  M\ 

76, 812.  50 

2, 413. 87 

28, 724. 76 

355.61 

111,226.33 

34,440.81 

76, 062. 50 

Traffic  and  car  service,  balance  payable. 

6, 068. 01         3. 146. 68 

Audited  accounts  and  wages  payable. . 

Miscellaneous  accounts  payable 

Interest  matured  unpaid 

23, 554. 63 

628.73 

92, 578. 63 

29,621.60 

29, 547. 91 

405.61 

106, 538. 83 

27,425.48 

31, 045. 07 

484.22 

145. 647. 14 

17   \M  CA 

Unmatured  interest  accrued 

Total  current  liabilities 

217, 791. 59 

229, 264. 10 

243, 877. 01 

253. 973.  88 

270, 403.  01 

Unadjusted  credits: 

Taxliabilitv 

1,640.63 

17, 325. 60 

27, 422. 23 

206.00 

2, 475. 48 
17, 325. 60 
31,236.91 

2.439.68 
17, 325. 60 
35, 051.  59 

2,360.58 
17, 325. 60 
38,866.27 

2,66L69 
17, 325. 60 
11,613.74 

Accrued  depreciation,  road 

Accrued  depreciation,  equipment 

Other  unadjusted  credits 

Total  unadjusted  credits 

46, 596.  46 

51,037.99 
13, 862.  50 

54, 816. 87 
13. 862. 50 

58, 55Z  45 
13, 862.  50 

31, 60L  03 
13. 862. 50 

Additions  to  property  through  income  and 
surplus 

Profit  and  loss  debit  balance 

•119,472.37 

>  137, 801. 77 

« 157, 964. 59 

« 173, 110.61 

>  200. 813. 99 

Total  corporate  surplus 

"119,472.37 

'  123. 939.  27 

1144,102.09 

"159,248. 11 

1  180, 951. 49 

Grand  total 

532,009.68 

550.  456. 82 

545. 655.  96 

542, 742. 39 

504, 516.  72 

I  Debit. 
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Exhibit  64 

Wilmington,  Brunswick  &  Southern  Railroad  Co. — Comparative  income  accounts, 
for  years  ended  December  31,  1926  to  1930,  inclusive 


1926 

1927 

1928 

1929 

1930 

Operating  income: 

Railway  operating  revenue 

$44,114.43 
41, 790. 39 

$46, 746. 50 
38, 852.  42 

$49, 826.  95 
43,  472.  24 

$47, 403. 53 
37,511.02 

$35,984.05 

Railway  operating  expenses  

35, 923. 63 

Net  revenue  from  railway  operations . 
Railway  tax  accruals 

2, 324.  04 
1,920.00 

7, 894.  08 
2, 820.  00 

6, 354.  71 
2, 820. 00 

9, 892.  51 
2, 820.  00 

60.42 
2, 820.  00 

Total  operating  income 

404.04 
300.00 

5, 074.  08 
275.00 

3, 531  71 

7, 072.  51 

1  2, 759.  58 

Non-operating  operating  income:  Dividend 
income  .         .    

G  ross  income 

704.04 

5, 349. 08 

3, 634.  71 

7, 072. 51 

1  2,  759.  58 

Deductions  from  gross  income: 

Hire  of  freight  cars  (debit  balance) 

Rent  of  locomotives 

3, 973. 69 

4,875.00 

5, 542. 35 

250.62 

551.84 

12, 604. 08 

4,748.64 

4,282.61 

2,744.40 

M  iscellaneous  rents 

187.56 

12, 604.  08 

4,860.00 

529.66 

12, 604. 08 

5, 072. 26 

771.84 

12, 604.  08 

4,560.00 

716.84 

Interest  on  funded  debt 

12,60106 

Interest  on  unfunded  debt 

1560.00 

Total  deductions  from  gross  income. . 

21. 625. 33 

23, 081. 00 

23, 697. 53 

22, 218. 53 

20, 625.  32 

Net  income  balance  transferred  to 
profit  and  loss 

"20,921.29 

"17,731.92 

"  20, 162. 82 

"  15, 146. 02 

"  23, 384. 90 

"  Debit. 
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Wilmington,  Brunswick   &   Southern  Railroad   Co. — Railway  operating  revenues 
and  expenses  for  years  ended  December  31,  1926  to  1930,  inclusive 


OPERATING  B£ VENUES 

Freight 

Passenger 

Excess  baggage 

Mail 

Express 

Total  rail-line  transportation  reve 
nues 

Storage,  freight 

Demurrage 

Telegraph  and  telephone.. 

Miscellaneous 

Total  incidental  revenues -.. 

Total  railway  operating  revenues... 

OPERATING  EXPENSES 

Maintenance  of  way  and  structures 

Maintenance  of  equipment 

Traffic  expense 

Transportation,  rail  line 

General  expenses 

Total  railway  operating  expenses. .. 


1926 


$33, 286.  78 

3, 620. 65 

51.42 

1, 887. 50 

3,641.71 


42, 388. 06 


50.75 

34100 

1, 196.  22 

135.40 


1, 726. 37 


41  111  43 


10, 344. 02 
9, 027. 60 
1, 042. 82 

17, 387. 93 
3,988.02 


41,  790.  39 


1927 


$38,  599. 15 

1, 718.  70 

1.38 

1,887.50 

2, 710. 64 


41917.37 


7.90 

425.25 

1,026.50 

369.48 


1, 829. 13 


46,  746.  50 


9, 492.  35 
7,  250.  48 
1,  277.  24 
16,  428.  44 
1 403. 91 


38, 852. 42 


1928 


$41, 620.  71 

1, 247. 47 

.30 

2, 516.  70 

2, 945. 99 


48,331.17 


25100 

1, 218. 43 

23.35 


1, 495.  78 


49, 826.  95 


13, 292. 99 
7, 490. 87 
1,421.38 

16, 475. 38 
1 791. 62 


43, 472. 24 


1929 


$33,  598. 89 

999.71 

3.00 

8, 231 57 

3, 143. 56 


45, 979.  73 


6.34 
320.00 
969.56 
127.90 


1.423.80 


47, 403. 53 


7, 456.  49 
7,113.83 
1, 183. 15 
11  715. 90 
7, 041. 65 


37,5n.02 


1930 


$25. 036. 86 
1,577.53 


3,905.61 
1321.50 


31841.50 


93.00 

949.88 
99.67 


1, 142.  55 


35,98105 


8, 225. 01 
5, 917. 29 
1,027.23 
16, 343. 90 
1 410.  20 


35,923.63 
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Exhibit  66 

in  the  supreme  court  of  the  united  states 

October  term,  1929 

United  States,  petitioner,  v.  Guaranty  Trust  Co.  of  New  York,  et  61. 
No.  402.  On  certiorari  to  the  United  States  Circuit  Court  of 
Appeals  for  the  Eighth  Circuit. 

[February  24,  19301 

Mr.  Justice  Brand eis  delivered  the  opinion  of  the  court. 

On  July  26,  1923,  the  Federal  Court  for  Minnesota  appointed  a 
receiver  of  The  Minneapolis  &  St.  Ix)uis  Railroad  upon  a  creditor's 
bill,  which  was  later  consolidated  with  suits  to  foreclose  its  mortgages. 
The  usual  order  issued  for  proof  of  claims.  The  United  States 
presented  four  claims  arising  under  Title  II  of  transportation  act, 
1920,  February  28.  (Ch.  91,  41  Stat.  456,  457-469.)  As  to  each 
claim  it  asserted  that,  by  section  3466  of  the  Revised  Statutes  (U.  S.  C. 
title  31,  sec.  191),  it  was  entitled  to  preference  and  priority  over  the 
the  claims  of  all  other  creditors,  secured  or  unsecured.  Opposing 
creditors  conceded  that  the  railroad  was  insolvent  within  the  meaning 
of  section  3466.  (United  States  v.  Butterworth-Judson  Corporation, 
269  U.  S.  504.)  The  insistence  that  the  United  States  did  not  have 
priority  was  rested,  among  other  grounds,  upon  the  origin  and  char- 
acter of  its  claims.  The  master  and  the  district  court  denied  the 
United  States  priority  over  any  creditor.  The  circuit  court  of  appeals 
affirmed  that  decree,  but  limited  its  decision  to  a  denial  of  priority 
over  secured  creditors  and  those  whose  claims  were  preferred  by  local 
law  or  by  the  rule  of  Fosdick  v.  Schall  (99  U.  S.  235).  It  did  not 
consider  the  relation  of  the  Government's  claims  to  those  of  general 
creditors,  because  it  concluded  that  the  estate  would  not  realize  more 
than  enough  to  satisfy  the  secured  and  preferred  creditors  and  because 
general  creditors  were  not  parties  to  the  appeal.  (33  F.  (2d)  533.) 
A  writ  of  certiorari  was  granted.     (280  U.  S.  — .) 

Title  II  of  transportation  act,  1920,  comprising  sections  200  through 
211,  is  headed  "Termination  of  Federal  Control."  Section  207 
(pp.  462-3),  provides  that  the  *' indebtedness  of  each  carrier  to  the 
tjnited  States,  which  may  exist  at  the  termination  of  Federal  con- 
trol, incurred  for  additions  and  betterments  made  during  Federal 
control  and  properly  chargeable  to  capital  account  *  *  *  shall, 
at  the  request  of  the  carrier,  be  funded  for  a  period  of  10  years  from 
the  termination  of  Federal  control,  or  a  shorter  period  at  the  option 
of  the  carrier";  and  also  that  any  other  then  existing  indebtedness 
to  the  United  States  should  be  evidenced  by  notes  payable  in  one 
year  from  the  termination  of  Federal  control,  or  less  at  the  option 
of  the  carrier.  For  both  classes  of  debts,  the  carrier  is  to  pay  inter- 
est at  the  rate  of  6  per  cent  per  annum  and,  in  the  discretion  of  the 
President,  to  give  such  security  as  he  may  require.^     Two  of  the 

>  See  Report  of  Director  General  for  the  period  Dec.  31,  1921,  67th  Cong.,  2d  sess.,  11.  R.  Doc.  180, 
p.  12:  "The  total  amount  expended  by  the  Railroad  Administration  for  such  additions  and  betterments 
aggregates  $1,144,681,582.39.  The  transportation  act  of  1920  in  section  207,  anticipated  that  the  carriers 
might  not  be  able  to  pay  out  of  the  compensation  and  other  sums  due  them  from  the  Government  all  the 
sums  due  the  Government  on  account  of  capital  expenditure,  and  therefore  provided  that  only  so  much  of 
the  indebtedness  due  from  the  United  States  to  the  carriers  should  be  otfsei  by  the  in<lobtedness  due  the 
United  States  from  the  carriers  'as  deemed  wise  by  the  President,'  and  further  provided  that  any  funding 
obtained  by  the  carriers  should  be  granted  only  upon  their  giving  security  in  such  form  and  upon  such 
terms  as  the  President  may  prescribe    *    •    •." 


^ 
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claims  of  the  United  States  here  in  question  are  based  on  promissory 
notes  made  pursuant  to  this  section.  Each  of  the  two  notes  is  in 
the  amount  of  $625,000.  One  is  dated  May  27,  1922,  and  is  due 
March  1,  1930,  10  years  after  termination  of  Federal  control;  the 
other  is  dated  April  1,  1923,  and  is  payable  on  demand.  Each  bears 
interest  at  6  per  cent,  payable  semiannually,  and  is  secured  by  a 
deposit  of  the  company's  series  A  50-year  refunding  and  extension 
mortgage  bonds,  dated  January  1,  1912. 

The  third  claim  arose  under  section  209.  That  section  (at  p. 
466)  authorizes  the  Secretary  of  the  Treasury,  upon  certification  by 
the  Interstate  Commerce  Commission,  to  advance  to  any  carrier,  on 
account  of  the  guaranty  of  operating  income  there  provided  for  the 
six  months  following  the  termination  of  Federal  control,  sums 
"necessary  to  enable  it  to  meet  its  fixed  charges  and  operating 
expenses" — the  advances  to  be  ''secured  in  such  manner  as  the 
Secretary  may  determine;"  and  provides  for  repayment  by  the  carrier 
of  any  amount  proved  to  have  been  paid  in  excess  of  the  guaranty. 
Compare  Great  Northern  Ry.  v.  United  States,  277  U.  S.  172.  The 
amount  claimed  by  the  United  States  imder  this  section  is  $292,- 
022.23,  which  sum  the  Interstate  Commerce  Commission  certified 
had  been  advanced  in  excess  of  the  guaranteed  amount.  See  Guar- 
anty Settlement  With  MinneapoUs  &  St.  Louis  R.  R.,  86  I.  C.  C.  691. 

The  fourth  claim  arose  under  section  210,  (p.  468).  ''For  the  pur- 
pose of  enabling  carriers  *  *  *  properly  to  serve  the  public  dur- 
mg  the  transition  period  immediately  following  the  termination  of 
Federal  control,"  that  section,  as  amended  by  act  of  June  5,  1920, 
c.  235,  sec.  5,  41  Stat.  874,  946,  authorizes  loans  by  the  Government 
to  carriers,  if  a  loan  is  required  by  a  carrier  "to  meet  its  maturing  in- 
debtedness, or  to  provide  itself  with  equipment  or  other  additions 
and  betterments."  The  loans  are  to  be  made  only  on  security;  for  a 
period  not  in  excess  of  15  years;  and  if  application  therefor  is  made 
to  the  Interstate  Commerce  Commission  within  two  years  from  the 
termination  of  Federal  control.  And  no  loan  can  be  made,  unless 
the  commission  first  finds  and  certifies  that  the  loan  is  necessary  to 
enable  the  appUcant  to  meet  the  transportation  needs  of  the  pubUc; 
"that  the  prospective  earning  power  of  the  appUcant  and  the  character 
and  value  of  the  security  offered  are  such  as  to  furnish  reasonable 
assurance  of  the  applicant's  ability  to  repay  the  loan  within  the 
time  fixed  therefor,  and  to  meet  its  other  obligations  in  connection 
with  such  loan  *  *  *  and  that  the  applicant  *  *  *  is  un- 
able to  provide  itself  with  the  funds  necessary  for  the  aforesaid  pur- 
poses from  other  sources."  The  claim  under  this  section  is  on  a  prom- 
issory note  for  $1,382,000  dated  April  1,  1921,  which  was  given  in 
consideration  of  a  loan  of  that  amount,  made  to  enable  the  company 
to  pay  a  maturing  issue  of  its  outstanding  mortgage  bonds.  The 
note  is  payable  in  10  years,  with  interest  semiannually  at  the  rate  of 
6  per  cent,  and  is  secured  by  a  deposit  of  the  company's  series  A,  50- 
year  refunding  and  extension  mortgage  bonds,  dated  January  1,  1912. 
See  Loan  to  Minneapolis  &  St.  Louis  R.  R.,  67  I.  C.  C.  321,  323; 
Bonds  of  Minneapolis  &  St.  Louis  R.  R.,  ibid.,  362. 

The  alleged  priority  of  the  United  States  under  section  3466  over 
mortgages  and  over  unsecured  claims  preferred  b}^  local  law  (compare 
Spokane  County  v.  United  States,  279  U.  S.  80)  or  by  the  rule  of 
Fosdick  V.  Schall,  supra,  was  discussed  in  the  lower  courts  and  was 
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argued  by  counsel  before  this  court.  But  we  have  no  occasion  to 
consider  these  questions.  For,  we  are  of  opinion  that  it  was  the  pur- 
pose of  Congress  that  section  3466  should  not  apply  to  any  indebted- 
ness of  the  railroads  to  the  United  States  arising  under  sections  207, 
209  or  210  of  transportation  act,  1920. 

During  Federal  control,  the  Government  had  been  obliged  to 
provide  most  of  the  new  capital  required  for  equipment,  improvements 
and  extensions,-  and  some  of  the  funds  needed  to  meet  current  interest 
and  dividend  payments.^  The  Federal  control  act,  March  21,  1918, 
c.  25,  soc.  6,  40  Stat.  451,  455,  appropriated  $500,000,000  ''to  be 
used  by  the  President  as  a  revolving  fund  for  the  purpose,"  among 
other  things,  of  providing  "terminals,  motive  power,  cars,  and  other 
necessary  equipment."  The  act  of  June  30,  1919,  c.  5,  41  Stat.  34, 
appropriated  $750,000,000  more.  The  transportation  act,  1920, 
sections  202  and  210,  made  a  similar  provision  in  appropriating  for 
the  purposes  of  Title  II,  $500,000,000,  in  addition  to  the  sums  other- 
wise available  and  in  addition  to  the  general  appropriations  made  in 
sections  204  (g)  and  209  (g),  (h)  and  (i). 

These  appropriations  were  made  in  order  to  meet  a  pressing  need. 
At  the  time  of  the  passage  of  transportation  act,  1920,  most  of  the 
railroads  of  the  United  States  lacked  funds  for  necessary  improve- 
ments, equipment,  and  expansion  of  facilities.  Some  of  the  carriers 
needed  funds,  also,  to  meet  maturing  obligations.  The  credit  of  many 
carriers  was  seriously  impaired.  There  was  a  general  reluctance 
among  investors  to  purchase  new  railroad  securities  even  of  the 
strongest  railroads.  Congress  deemed  it  important  to  preserve  for 
the  Nation  substantially  the  whole  existing  transportation  system. 
Compare  New  England  Divisions  case,  261  U.  S.  184,  190.  In 
order  to  accomplish  this,  it  was  thought  necessary  that  the  United 
States  should,  to  a  certain  extent,  finance  the  carriers  until  it  would 
become  possible  to  restore  their  credit,  by  increase  of  rates  or  other- 
wise. The  provisions  of  Title  II  of  transportation  act,  1920,  were 
framed  to  that  end.  Through  them,  the  financial  aid  which  had  been 
given  during  Federal  control  was  to  be  extended  for  a  further  period. 

To  have  given  priority  to  debts  due  the  United  States  pursuant 
to  Title  II,  would  have  defeated  the  purpose  of  Congress.  It  not 
only  would  have  prevented  the  reestablishment  of  railroad  credit 
among  bankers  and  investors,  but  it  would  even  have  seriouslv 
impaired  the  market  value  of  outstandmg  railroad  securities,  ft 
would  have  deprived  the  carriers  of  the  credit  commonly  enjoyed 
from  supplymen  and  others;  would  have  seriously  embarrassed  the 
carriers  in  their  daih^  operations;  and  would  have  made  necessary  a 
great  enlargement  of  their  working  capital.  The  provision  for  loans 
under  section  210  would  have  been  frustrated.    For,  carriers  could  ill 

»  See  note  1,  supra.  Uf  the  amount  exi^nded  for  these  purfoses  during  Federal  control  cnly  $140,000,000, 
approximately,  was  paid  through  funds  raised  I  y  the  companies,  lieport  of  the  director  gpntral  to  the 
President  for  14  months  ended  Mar.  1.  1920  ^revised  edition,  1921;.  p.  31. 

»  ^fainly  for  this  purpose,  the  director  general  advanced  to  the  carriers  between  the  commenccraent 
of  Federal  control  and  Aug.  1,  1918,  $203,714,050.  Herort  of  the  director  gi'neral  for  period  endir;g  July 
31,  191»,  pp.  23-24.  In  the  statement  of  the  Fre.^-ident  accompanying  his  rroclamation  of  Doc.  26. 
1917,  on  taking  j)ossession  of  the  railroad.s.  he  had  stated :  '*  •  *  •  the  financial  interests  of  the  Oovernraent 
and  the  financial  interests  of  the  railways  must  te  brought  under  a  common  direction.  •  •  •  investors 
in  railway  securities  may  rest  assured  that  their  rights  and  interests  will  \e  as  scrupulously  looked  after 
by  the  (lovemment  as  they  could  be  ly  the  directors  of  the  several  railway  systems."  U,  S.  R.  It.  .Admini- 
stration Bulletin  No.  4  (Revised  1919),  p.  10.  .*^e<'  also  reiort  of  f'enate  committee,  Nov.  10,  1919, 
No.  304.  6«th  Tong.,  1st  sess..  pp.  3-12;  report  of  House  committee,  Nov.  10.  1919,  No.  456.  66th  Cong.,  1st 
sess.,  i>p.  12-13;  Walker  D.  Uines,  "War  History  of  .\merican  Kailroads,"  pp.  120-140. 
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afford  voluntarily  to  contract  new  debts  thereunder  which  would  dis- 
place, pro  tan  to,  their  existing  bonded  indebtedness.  The  entire  spirit 
of  the  act  makes  clear  the  purpose  that  the  rule  leading  to  such  conse- 
quences should  not  be  applied. 

Moreover,  Congress  evidenced  unmistakably  its  purpose  to  rely, 
for  obtaining  payment  of  the  Government's  advances,  upon  means 
other  than  the  priority  provided  for  by  section  3466.  Under  all  of  the 
sections,  the  giving  of  adequate  security  was  either  required  or  left 
to  the  discretion  of  the  President.  Under  section  210  no  advance  could 
be  made,  unless  the  Interstate  Commerce  Commission  was  satisfied 
that  the  earning  power  of  the  carrier  and  the  security  given  fur- 
nished reasonable  assurance  that  the  loan  would  be  repaid  and  all 
obligations  in  connection  therewith  would  be  performed.*  The 
interest  rate  required  is  much  greater  than  that  which  ordinarily 
accompanies  even  a  business  loan  carrying  such  assurance  of  repay- 
ment as  would  have  resulted  from  an  application  of  the  priority 
rule.  Thus,  both  the  general  purposes  of  Title  II  and  its  specific 
provisions  make  it  clear  that  Congress  intended  to  exclude  the 
mdebtedness  so  arising  from  the  scope  of  section  3466  of  the  Revised 
Statutes,  just  as  under  the  Federal  control  act  it  had  excluded 
therefrom  claims  incident  to  current  operation  of  the  railroads. 
Mellon  V.  Michigan  Trust  Co.,  271  U.  S.  236,  240. 

Affirmed. 

A  true  copy. 

Test: 


Clerk,  Supreme  Court,  United  States, 


*  In  some  instances  the  commission  has  authorized  security  which  expressly  provided  only  deferred 
liens.  Loan  to  Chicago,  Rock  Island  &  Pacific  Ry.,  67  I.  C.  C.  569;  Loan  to  Mmneapolis  &  St.  Louis  R. 
R.,  ibid.  680;  Equipment  Notes  of  Minneapolis  &  St.  Louis  R.  R.,  70 1.  C.  C.  67. 
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